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AUTO FINANCING LEGISLATION 


WEDNESDAY, JUNE 7, 1961 


Howser or REPRESENTATIVES, 
ANTITRUST SUBCOMMITTEE, 
CoMMITTEE ON THE JUDICIARY, 
Washington, D.C. 


The subcommittee met, pursuant to notice, at 10 a.m., in room 346, 
Old House Office Building, Hon. Emanuel Celler (chairman of the 
committee) presiding. 

Present : resentatives Celler, Rodino, Rogers, Holtzman, Dono- 
hue, Toll, McCulloch, and Meader. 

Also present : Representative James E. Bromwell, of Iowa, Herbert 
N. Maletz, chief counsel, and William H. Crabtree, associate counsel. 

The Coatrrman. The committee will come to order. 

The Chair wishes to read a statement and then we will hear state- 
_ from other members of the committee, if they wish to make 

em. 

The Antitrust Subcommittee begins hearings today on H.R. 71, a 
bill introduced by the Chair, to supplement the antitrust laws b 


preventing the manufacturers of motor vehicles from engaging in 
the business of financing and insuring installment sales of motor ve- 
hicles. This will be placed in the record at this point. 
The bill follows: 
[H.R. 71, 87th Cong., lst sess. ]. 
4 BILL To supplement the antitrust laws of the United States against restraint of trade 


or commerce by preventing manufacturers of motor vehicles from financing and insuring 
the sales of their products 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That this Act may be cited as the “Auto- 
mobile Finance and Insurance Act of 1961.” 

The term “motor vehicle” shall mean passenger cars, trucks, buses, and sta- 
tion wagons. 

The term “commerce” shall mean commerce among the several States of the 
United States, or with foreign nations, or in any Territory of the United States 
as in the District of Columbia, or among the Territories, or between any Terri- 
tory and any State or foreign nation, or between the District of Columbia and 
any State or Territory or foreign nation. 

Sec. 2. It shall be unlawful for any corporation, its subsidiaries, officers or 
employees, engaged in the manufacture and sale in interstate or foreign com- 
merce of motor vehicles, or any person or corporation which acts for and 
is under the control of such corporation, to own or maintain any facilities for 
financing the sale at wholesale or retail of motor vehicles manufactured by 
such corporation or to own or maintain any facilities for issuing insurance 
policies of any kind in connection with the sale or purchase of motor vehicles 
Manufactured by such corporation: Provided, That nothing herein shall prevent 
such corporation, when making sales of its motor vehicles at wholesale, from 
permitting the purchaser to pay for such motor vehicles within a reasonable 
time after purchase at no additional charge. 
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Seo. 3. The several district courts of the United States are hereby invested 
with jurisdiction to prevent and restrain violations of this Act; and it shall be 
the duty of the several district attorneys of the United States, in their re- 
spective districts, under the direction of the Attorney General, to institute pro- 
ceedings in equity to prevent and restrain such violations. Such proceedings 
may be by way of petition setting forth the case and praying that such viola- 
tion shall be enjoined or otherwise prohibited. When the parties complained 
of shall have been duly notified of such petition the court shall proceed, as soon 
as may be, to the hearing and determination of the case; and pending such pe- 
tition and before final decree, the court may at any time make such temporary 
restraining order or prohibition as shall be deemed just in the premises. 

Seo. 4. The terms of this Act shall take effect one hundred and twenty days 
after the date of enactment. 


Sec. 5. No provision of this Act shall repeal, modify, or supersede, directly 
or indirectly, any provision of the antitrust laws of the United States. 

This bill is aimed at correcting what has been described as a monopo- 
listic tendency in the automobile industry and a similar tendency in 
the businesses of financing and insuring autmobile purchases, which 
contravene the national antitrust policy against monopoly and monop- 
oly power. 

The thrust of the bill principally affects General Motors Corp., the 
Nation’s largest manufacturer, and its wholly owned financing sub- 
sidiary, General Motors Acceptance Corp. It also affects Ford Motor 
Co. and its recently reactivated financing affiliate, Ford Motor Credit 
Co., as well as any other automobile manufacturer that may wish to 
enter the business of financing or insuring installment sales of cars. 

H.R. 71 has been introduced in response to numerous allegations, 
first, that General Motors utilize its wholly owned financing subsidiary, 
GMAC, as an instrument of sales policy, thereby obtaining an undue 
competitive advantage over other manufacturers of motor vehicles, 
and, second, that the tremendous resources of General Motors give 
GMAC a discriminatory and monopolistic advantage over inde- 
pendent automobile sales finance companies. 

Attempts to require the large automobile manufacturers to refrain 
from financing and insuring the sales of their products have a lengthy 
history. General Motors established GMAC as a wholly owned financ- 
ing subsidiary in 1919. Thereafter, Ford acquired a stock interest 
in Universal Credit Corp. and Chrysler entered into contractural ar- 
rangements with Commercial Credit Corp., in which it also acquired 
a small stock interest. 

On May 27, 1938, indictments under the Sherman Act were returned 
in the District Court for the Northern District of Indiana against 
General Motors, Ford, Chrysler and their respective subsidiaries and 
affiliates, charging conspiracy to restrain trade in automobiles by co- 
ercing automobile dealers to finance car sales through the specifi ed sub- 
sidiaries and affiliates. Ford and Chrysler were willing to submit to 
consent decrees. Accordingly, on November 7, 1938, civil com plaints 
under sections 1 and 4 of the Sherman Act were filed against these 
companies and their financing affiliates and on November 15 consent 
decrees were entered in these civil actions. The consent decrees against 
both Ford and Chrysler provided expressly that unless the Govern- 
ment should be successful in requiring General Motors to divest itself 
of GMAC by January 1, 1941, Ford and Chrysler would be free to 
acquire and retain “ownership of and/or control over or interest m 
any finance company * * *” On the same day (November 15, 1938) 


-, 
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the aa proceedings against Ford and Chrysler were “nolle 
prosse 

General Motors, however, insisted on litigating the criminal indict- 
ment against it, and in November 1939, was convicted and fined. The 
Court of Appeals affirmed the conviction. The Supreme Court denied 
certiorari October 13, 1941, and denied petition for rehearing. 

On October 4, 1940, a civil complaint against General Motors and 
GMAC was filed in the District Court of the Northern District of 
Illinois under section 1 of the Sherman Act and sections 2, 3, and 7 
of the Clayton Act, alleging a conspiracy to restrain commerce in 
automobiles by coercing dealers to finance car sales through GMAC 
and seeking and order requiring General Motors to divest itself o 
GMAC. World War II interfered with the prosecution of this case. 
In 1952 the litigation was settled by a consent decree which did not 
require divestiture. 

Meanwhile, after a number of court extensions of the provisions of 
the consent decrees involving Ford and Chrysler, these companies be- 
came freed of any legal obligation to refrain from owning finance 
subsidiaries. Recently Ford reentered the field of factory-controlled 
car sales financing through the instrumentality of Ford Motor Credit 
Co. Chrysler, so far as can be learned, has not taken a similar step. 

It thus appears that after 20 years of litigation under the existing 
antitrust laws the situation complained of initially remains largely 
unchanged. In this context, numerous complaints have been received 
to the effect that monopoly power in the automobile industry and in 
the financing and insurance businesses continues on the part of Gen- 
eral Motors and that Ford and other automobile manufacturers ap- 
pear likely to resort to similar monopolistic arrangements in sheer 
self-defense. It is therefore argued that special] legislation is needed 
to solve this problem. 

For that purpose, in 1959 hearings were held before the Senate 
Antitrust and Monopoly Subcommittee on S. 838, introduced by 
former Senator O'Mahoney and S. 839, introduced by Senator 
Kefauver and the late Senator Hennings, measures designed to prevent 
auto manufacturers from engaging in the sales finance business. 
the same vear the Chair introduced H.R. 4256, 86th Congress, identi- 
eal with the bill presently under subcommittee consideration, but the 
Congress expired Wefore definitive action could be taken. 

In the present Congress, Senator Kefauver has introduced S. 1982, 
a bill similar to H.R. at 

At these hearings the subcommittee will seek to elicit the informa- 
tion needed for a thorough understanding of the competitive problems 
created by manufacturers financing and insurance of the retail time 
sales of automobiles and for a legislative solution of these problems, 
if one is needed. 

Mr. McCutyiocw. Mr. Chairman, as the ranking minority member 
of the subcommittee, I wish to make a short statement. 

The House Committee on the Judiciary, which has jurisdiction over 
antitrust legislation, is, of course, vitally concerned with maintaining 
competition in all areas of the Nation’s economy. 

In our congressional role of overseeing the proper functioning of the 
Antitrust Division of the Department of Justice and the Federal 
Trade Commission, in addition to that of suggesting legislation when 
needled, I take great personal pride. 
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In my opinion, the Sherman Act and related statutes are the best 
legislative plan yet devised for maintaining competition in a free 
economy. The genius of the Sherman Act is that it obviates direct 
Government regulation and substitutes economic rules of fair play, 
which are generally understood and respected by the business com- 
munity. ose who pie ee these rules are poe and if found 
guilty, after being afforded due process of law, they are punished 
according to law. 

I am disturbed by the bill, which is before the subcommittee. It 
might be used, if I may use the expression, to “get around” the 1952 
consent decree between the Federal Government, General Motors and 
General Motors Acceptance Corp. As such, it departs completely from 
a court administered antitrust enforcement program, which has proven 
to be effective and practical since the enactment of the Sherman Act 
in 1890. 

Instead, enactment of H.R. 71, or its kindred act in the Senate, and 
subsequent similar legislation, will substitute direct intervention by 
Congress in those cases, when for political or for other purposes, dis- 
satisfied persons desire to modify the judgment of the Department 
of Justice or the Federal Trade Commission, or even the courts. 

If basic weaknesses exist in our antitrust statutes and enforcement 
policies, I suggest we consider appropriate general legislation; but 
that we not set a precedent through this legislation by entering the 
antitrust enforcement field on a case-by-case basis. Our task at the 
congressional level is to set general policy; it is not to relitigate 
consent decrees arrived at in arms’ length bargaining and consented 
to by the Government. 

I might add that just 2 years ago this subcommittee concluded an 
investigation into the consent decree program of the Department of 
Justice in which the minority of the subcommittee suggested : 

( 1) Requiring prior public notice before entry of consent decrees, 
an 
(2) Limitation of the duration of consent decrees in order to per- 
mit the Government freedom to pursue whatever action becomes 
necessary at a later date, as the facts warrant. 

It is noticeable that during those hearings very little mention— 
practically none—was made of the GM-GMAC consent decree, which 
H.R. 71 would have the undoubted effect of setting aside and pro- 
viding the relief of divestiture, which the Government did not seek 
at that time. 

Considered further, until we have before us compelling evidence 
that legislative action is presently necessary, I doubt the wisdom of 
telling any industry that it is to be prohibited from engaging in 
otherwise lawful but related business activities which contribute to 
the ultimate success in the sale of its products. 

And that goes for other products as well as for automobiles. 

In the particular seainple befor us the prior hearings in the Senate 
did not indicate that divorcement of General Motors Acceptance 
Corp. from General Motors, or the newly formed Ford Motor Credit 
Co. from Ford, would result in ultimate benefit to the consumer— 
and I want to say as an aside that I have some interests in protect- 
ing the rights of consumers in this country. 

ndeed, there is considerable testimony in the Senate hearings 
that manufacturers maintain financing services principally because 
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of the general lack of advantageous credit terms for the purchasers 
of new and used automobiles. 

There is no guarantee or even reasonable assurance that automobile 
finance subsidiaries, if divorced from their parent companies, will 
be able to, or desire to, continue to offer lower rates for interest and 
insurance on automobile installment contracts. In this event, the 
Congress will indeed be shortsighted in disregarding the financial 
interest and concern of the ultimate consumer, whose interest I be- 
lieve we are duty bound to accord a very high priority. 

Notwithstanding all of the foregoing, I will keep an open mind 
on the proposal before us, however, always being primarily con- 
cerned about the best interest of the consumer, who, so many times, is 
the forgotten man. 

The . Mr. Meader ? 

Mr. Mraprer. Mr. Chairman, as a representative from the State 
of Michigan, this subject matter is of great interest to me and of 
extreme importance to our State. I represent four counties in the 
southern part of Michigan in which the predominant economic activity 
is the manufacture of motor vehicles and motor vehicle parts. Each 
of the three largest automobile manufacturers have operations in my 
district. Chrysler Corp. has its proving ground, General Motors has 
its transmission division, it makes the Corvair and General Motors 
trucks, Ford Motor Co. has parts plants at Ypsilanti, Rawsonville, 
and Monroe. 

The statistics of the Michigan Employment Security Commission 
show that approximately 40 percent of the industrial employment in 
inv district 1s in the manufacture of motor vehicles and parts. 

For example, this issue of February 15, 1961, shows that in the labor 
community of Jackson, out of 10,900 employees engaged in manufac- 
ture in the durable goods industry, 4,000 are in the manufacture of 
motor vehicles and equipment. Accordingly, anything which will 
inhibit the manufacture and sale of motor vehicles will be detrimental 
to an economy already harassed economically by governmental med- 
dling and social experimentation, and I do not need to dwell upon the 
difficulties the State of Michigan has been experiencing in recent years 
economically and financially. 

Conversely, anything which will facilitate the sale of motor vehicles 
and increase automobile production and employment will benefit 
Michigan and my congressional district. 

The field of automobile financing which has a direct effect upon 
the volume of production and employment in the automotive industry 
isa rather sizable free enterprise activity. I understand there is some 
$14 billion worth of automobile paper outstanding, and it is interest- 
ing to note that in contrast to the housing industry, this is all private 
capital and does not require any governmental financial assistance. 

The central question raised by this legislative proposal is whether 
a manufacturer may facilitate the sale of his product by dealer and 
consumer financing. Interesting antitrust aspects of the legislation 
are, in my opinion, secondary but also important. Some of the ques- 
tions raised are those of vertical integration, diversification of enter- 
prises, domination of an industry, coercion of dealers and consumers, 
free and open competition and cornering of the market. 

I say the antitrust aspects are secondary because already consent 
decrees in antitrust suits presumably inhibit restrictive trade prac- 
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tices, and if they exist, no new legislation or litigation is needed, 
merely contempt proceedings. 

My decision on this proposed legislation will be guided by two main 
considerations. 

First, the welfare of the consumer. Will this bill result in his 
paying more or less to finance his car? 

Second, and this follows from the first, will this proposed leg- 
islation aid or iniure the motor vehicle industry and. those whose 
livelihood depends on it, as well as the innumerable industries and 
occupations which directly or indirectly are allied to motor vehicle 
transportation ? 

As with any innovation, I approach this proposal with skepticism, 
believing the burden of proof is upon those who want to change the 
existing order, who suggest limitations and interference with the 
sphere of discretion of the private individual and his voluntary busi- 
hess associations, who wish to tamper with and reshape a viable, 
thriving, existing system. 

I have stated these views to give notice to the witnesses in these 
hearings that I would like them to address themselves to the ques- 
tions I have raised in the course of their testimony, and provide the 
facts and considerations which will clearly resolve any doubts con- 
cerning them in the public interest. 

The CuHatrman. The Chair wishes to rejoin by making the follow- 
ing statement: The 1952 consent decree which has been mentioned, 
in my opinion, fails to pres the public interest. 

The only purpose of the original suit filed against General Motors 
and Ganeral otors Acceptance Corp. was to obtain divorcement 
of one entity from the other. This purpose was utterly abandoned 
in the consent decree, and in my estimation it was a very strange 
performance, the Sherman Act and the ee Act, as far as that 
case was concerned or that is the attempt to divest as far as those acts 
are concerned, was utterly frustrated. 

Furthermore, this suit against General Motors to divest, resulting 
in the consent decree, this is very important, I tell my colleagues, 
may be, I don’t say it will be, it may be res adjudicata as to any future 
attempt at divorcement, so that the matter, if it has any evil, cannot 
be, may not be remedied possibly in the courts, and therefore con- 
sumers over the country and the general public, who are vastly inter- 
ested, may find themselves in the position where no relief can be had 
because of that consent decree under the antitrust laws. 

Now, if the evil, if evil there be, cannot be stamped out under the 
antitrust laws, what in the world is the public to do? 

What in the world are the consumers to do, unless they have re- 
course to Congress to possibly stamp out that evil, if evil exists, by 
changing the statute ? 

I did not intend to get into a controversy here at the very inception. 
My statement indicated that many complaints have been filed. 

I did not give my own views on the matter, but I feel I had to give 
my views now in view of the statements that have been made by my 
colleagues. 

Our first witness this morning will be Mr. Paul Jones, chairman of 
the Executive Committee, American Finance Conference, Wilmette, 
Til. 

Mr. Jones, we will be very glad to hear you. 
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STATEMENT OF PAUL JONES, CHAIRMAN OF THE EXECUTIVE 
COMMITTEE, AMERICAN FINANCE CONFERENCE 


Mr. Jones. Mr. Chairman and members of the House Judiciary 
Committee, I am grateful for this opportunity to appear before your 
committee in support of H.R. 71. 

I have listened to the remarks that the chairman has made, and 
I have listened to the remarks with high regard for the remarks of 
Mr. McCulloch and Mr. Meader, and I agree completely that this is 
a serious bill to enact and that it ought to be enacted only after careful 
consideration and with open minds, and with the realization that the 
No. 1 objective is for the benefit of the people, the purchasers, the 
consumers of this country, and our general economy. 

House bill 71 provides, in brief, that it shall be unlawful for a 
_ Motor vehicle manufacturer to own a corporation engaged in sales, 

financing, and insurance of automobile motor vehicles. iS 

The etfects of this bill and the reason for my support of it, the 
effects would be to dispossess General Motors, gentlemen, of the tools 
that have enabled General Motors to dominate the great American 
automobile industry and to create conditions incompatible, sir, with 
our American culture, economic beliefs, and specifically incompatible 
with the free marketplace. 

The CHainMAN. Where are you reading from? 

Mr. Rocers. We have a statement you filed. 

Mr. Jones. I will not be reading completely from that statement. 

It is right here on the top of page 2. I skipped all about who 
I was in the interests of time. 

I would rather come here just as a citizen of the United States. 
I think that is the highest priority and title that I could possess and 
could imagine. 

Mr. Mesper. Mr. Chairman, the entire statement will go in the 
record, I assume. 

Mr. Jones. The statement will be filed ; yes. 

The Cuairman. That statement will be accepted for the record. 

(The entire statement of Mr. Jones appears at p. 61.) 

Mr. Jones. The need for this legislation is based on these facts that 
we will explain: 

General Motors years ago created side incomes for its dealers from 
factory-owned sales finance and insurance subsidiaries that have prac- _ 
ucally no acquisition costs. These incomes roundout five pockets of 
dealer income, all controlled by GM. Two of them are delayed and 
art asa pension would to hold the dealers for GM. 

These side incomes, bemg free of acquisition cost and requiring 
only simple administrative expense, were greater than dealers in non- 
GM cars could match from independent finance companies and in- 
surance companies which had normal expenses. 

To increase its advantage, GM has created subsidies for its finance 
subsidiary. 

One aibauly alone packs into the cost of every product sold by GM, 
at least $1 for each $100 of sales price, or $40 on a $4,000 new car. 

Furthermore, there is not one new-car sale out of 10,000 that GMAC 
finances for GM cars that escapes the finance pack, as defined by GM’s 
own statement before the Federal Trade Commission. 
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We will show that GM has used the france pack as a merchandis- 
tool to create a Monope.y in Ure adtomeooue business. 
ugh the hoid:rg power of tcese five pocaets of income and the 
subsidies, GM has created a monopo!y amorg the automobile dealers 
of this country. 

The auto dealer pool is frezen. There & no mobility between GM 
dealers and non-GM deaiers. GM dealers wouid be foolish to switch 
to non-GM franchises and enuacger these special incomes and par- 
ticularly the delaved incomes. GM. lise ail potential monopolists, 
must be as a adept at turning oi their power as turning it on. 
Therefore GM does not dare to tase dealers from other manufacturers 
to the full extent that it could. 

Now what happens for the public when GMAC 1s independent! 

As important as it is that GMAC‘s services, resting solely on their 
own merits, will be available to non-GM dealers, the real importance 
is that the logjam in dealers will be broken. 

The GM dealer can move to non-GM franchises and take his fi- 
nance source with him. 

The dealer will not fear losing the lush profits out of the financing 
reserves that are held by GMAC on its books. The GM dealer will 
not fear the loss of replacement of cars and parts and repairs for 
the cars the dealer has insured. The dealer will then be free to move. 

Non-GM dealers would be strengthened. Their numbers would in- 
crease, and the non-GM factories would be strengthened by this be- 
cause their lifeblood ts their dealer organizations. 

The benefits would not be revolutionary. but gradually all manu- 
facturers would become strong. Competition would be on price, and 
administered prices would be eliminated. 

Prices then would start to go down. GM would prce to make 
normal profits. 

We would be shipping cars out of this country instead of in. 

With our domestic market strengthened and market restored, jobs 
would be created in South Bend. Ind.. in Racine, Wis., in Detroit, 
and in the tens of thousands of other towns in the land which are 
touched by the auto industry. 

Finally. and most importantly, if we are not working for a free 
marketplace we don't belong here. We are ready to stand or fall on 
our ability to do business in a free marketplace. We think the auto- 
mobile manufacturers should have to be equally committed to a free 
marketplace. 

Now. these remarks vou do not have. 

As far as I am concerned, all other reasons for this legislation dis- 
appear into oblivion by comparison to what this bill will do for the 
American public and our economy. 

The need for this legislation is based on these facts that we will 
explain. 

(senera] Motors. vears ago, created side incomes for its dealers from 
factory-owned sales, finance, and insurance subsidiaries that have prac- 
tically no acquisition costs. These incomes roundout. the five pockets 
of dealer income all controlled by General Motors, and the only manu- 
facturer that has such control. 

Two of them are delaved and act as a pension to hold the dealers for 
GM. These side incomes, being free of acquisition cost and requiring 


AUTO FINANCING LEGISLATION 9 


only simple administrative expense, were greater than dealers in non- 
ae “ars could match from independent finance companies and insur- 
‘ompanies which had normal expense. 

uf . j HATRMAN. What is meant by “acquisition cost?” a 

to = NES. Acquisition cost in the finance business would be similar 

sha Be elae For example, I am also in the manufacturing business 
ei ave to acquire our business, by sales methods, I mean we have 
indnctpes Pooucts; and you men know what it costs, I believe, for any 

Avustry to sell their products. 

It will cost from 30 to 40 to 50 percent just for sales cost. 

OW, In the Finance business we buy paper. We acquire it, and it is 
called acquisition cost in manufacturing, which would be similar to 
Sales cost, and it is substantial. 

q sales expenses can be eliminated then you are certainly at an 
_ *BNantage in the competitive market. There is nothing I would like 
more than have my manufacturing company without any sales expense. 

I could certainly make it tough on another competitor. 

-soW, the record will show that General Motors, in the early days— 
and I have been in this business for 40 years, my company is now cele- 
vating its 40th anniversary—in the early days General Motors got 
their business by coercing dealers and forcing dealers to do business. 
with them, and I went through that period. 

( is unbelievable, the actions that they took to force dealers to do 
that business with GMAC. 

Mr. McCutrocu. Mr. Chairman, might I interrupt there. 

Do they continue to apply this pressure on their dealers? 

Mr. Joxgs. You bet they do, only it changes. I will touch that,. 
only it changes. 

Mr. MeCciioca. Will vou touch it in detail? 

Mr. Jones. You bet, I will. It is just as effective today, Mr. McCul- 
loch. as it ever was. But let me go on with this. 

_ Mr. MeCriiocn. Does the Ford Motor Company apply pressures,. 
ImPMper pressures, on its dealers ? 

_ Mr. Joxes. I'am going to tell you this industry in its early days,. 
in the early days—— 

Mr. McCriiocn. I am particularly interested in the present time 
and a reasonable period prior thereto, say, 5 years. 

Mr. Joss, The Ford Motor Co. has not had a finance company for: 
ears, 

Mr. MeCutioci. I understand. They just reorganized. 

Mr. Jones. You are asking me a question. They just started their 
finance company and they are getting a pretty good start, but I would 
like to talk about General Motors. 

Now, because of coercion—and they were prosecuted for this; they 
were indicted before a Federal grand jury; I did not indict them; they 
were indicted before a Federal grand jury of people, they were tried 
fore a jury, and they were convicted, and their conviction was taken 
tothe Supreme Court because they coerced and forced dealers in the. 
mest un-American manner to do business with them. 

Now, when they did that—— 

Mr. McCu.iocn. Just a moment, please. 

Mr. Jones. I want to make this point. 

Mr. McCcirocn. Mr. Chairman, just a moment. 
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We have, or will have in the record that General Motors was in- 
dicted, tried and found guilty. Has Genera] Motors been carrying on 
the practice of coercing its dealers since that time. 

Mr. Jones. There are two kinds of coercion, Mr. McCulloch. 

Mr. McCuntocn. Well, has General Motors continued coercion since 
that time? You can answer “yes,” if you wish and then you can 
develop it. 

Mr. Jones. The kind of coercion that I was speaking about in the 
early days, that specific kind of coercion is very rare today. 

Now, would you like to know about—— 

Mr. McCcutiocu. I would like to know the coercion at the present 
time. We want to include in the record every fact that bears upon 
the necessity for the proposed legislation. 

Mr. Jonrs. The coercion in the old days was this. It was overt 
coercion. The coercion today is covert coercion. Even Ford, 
when they went to the Supreme Court of the United States to get the 
right to amend their consent decree in order to have a finance com- 
pany—and this has only been just a few years ago—that they said 
the same thing I sav now about the covert coercion. 

Thev (Ford) made the statement that an automobile manufacturer 
cannot operate without a finance company, if General Motors has one. 

That is their statement. I will read it to you in a little while. 

They also said that a General Motors man walking into a GM 
dealer salesroom is the same as a GMAC man, or a GM.AC man walk- 
ing in and calling on a dealer is the same as a General Motors man. 
Now, that is your covert coercion. 

These dealers after years, you know, know what coercion is, just 
as policemen, in the early days, carried billy clubs and guns. They 
do not. have to any more. You stop at the stop signs because you know 
you are supposed to, and these General Motors dealers stop at the stop 
sions just as definitely today as they ever did, and that is why they 
have 85 percent of the business. 

Mr. Marerz. Mr. Jones, are you saving that the relationship of 
GM AC and General Motors 1s coercive per se ¢ 

Mr. Jones. That is true. I sav that, and so did Ford Motor Co. 
I have never and will never be able to make a more persuasive state- 
ment before any committee and no one else will be able to make a more 
persuasive statement before a committee about the activities of Gen- 
eral Motors than Ford Co. made before the Supreme Court. of the 
United States, explaining why they had lost sales because they did 
not have a finance company. 

Thev (Ford before the Federal courts) also pointed out that back 
in 1938 when all three of them were indicted, General Motors, Ford, 
and Chrvlsler, and their affiliated finance companies, that Ford was 
willing to sign a consent decree and they did sign a consent decree, in 
which they were willing not to have a finance company. 

Chrvsler also was willing not to have a finance company. 

But it was dependent upon General Motors not having a finance 
company, and they (Ford before the court) said unless all three of 
them were separated at the same time, the benefit that would accrue 
to the public, gentlemen—you can read this—will not be effective. 

Ford had been willing to give up a finance company, Chrysler had 
been willing to give up a finance company, but Ford wants a finance 
company today because they can’t operate without losing sales against 
(Coneral Motors. 
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The Carman. Mr. Jones, I suggest that you start reading your 
statement, because it 1s a very long one, and we have other witnesses. 

Will you start doing that now, please? 

Mr. Jones. Thank you, sir. 

The effects of this bill, and the reasons for my support of it—the 
effects would be to dispossess General Motors of the tools that have 
enabled General Motors to dominate the great American automobile 
mdustrv, and I think I have already said that. 

The Cuarrman. Where are you reading from now? 

Mr. Jones. At the top of page 2. I will get back to this: You 
wouldn’t be able to find the next statement which I will file, four 
pages. I want to talk a little about the things that Mr. McCulloch 
talks about, if I may. 

Is that permissible, Mr. Chairman? 

The CHarrman. Yes, certainly, but I wish, if you don’t mind, that 
vou would read your statement in coherent form so that we can get the 

is of your reasoning, together with the background of what you are 
trying to develop. I think it might be well to go through your state- 
ment and then come to these other matters that you want to cover. 

You are the first witness and as I understand it you are the leadoff 
man for the proponents. We want you to explain something about 
the finance industry since you are a member of that industry, your 
organization and how it operates, and any difficulties under which 
your group may labor because of the GMAC and General Motors 
relationship and because of Ford having a new finance company. 

I would suggest that you develop that logically, if you can. Your 
statement apparently does that. 

Mr. Jones. I will refer to the statement then and I will now close 
with this statement, if I may. 

The CuamrMaNn. You don’t have to forestall yourself from covering 
the additional contents of that paper. I don’t want to forestall you 
on anything. 

Mr, Jonges. I know you don’t. 

The Cuarrman. I want this to be given in order. 

Mr. Jones. Do you want me to read these statements which are not 
in this, or proceed with this statement exactly ? 

The Caamman. You can do that, but don’t neglect your original 
statement. That is what I want. 

Mr. Jones. I will not, sir. 

As far as I am concerned all of the reasons for this legislation dis- 
appear into oblivion by comparison to what this bill will do for the 
American public and our economy. 

The CHamman. What are you reading from now ? 

Mr. Jones. I thought you said I could do that, but I will get back 
this. I didn’t know I had to follow this manuscript completely, 

tI will. 

The Cuargman. All right, do it your own way. I am trying to 
help you, Mr. Jones. 

Mr. Jones. I am sure you are, and I am trying to be helpful, too. 

I am at the top of page 2, the second paragraph. 

Mr. Hotrzman. Did you say page 2? 

Mr. Jongs. What will happen when this bill passes? GMAC will 
be chiefly owned by people, the present stockholders of the General 
Motors Corp. What will they do? 
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Well, the May 20, 1961, issue of the famous Kiplinger Washington 
Letter states: 

GM and Ford can keep their financing firms. The bill to make them sell will 
fail. Congress thinks GM and Ford charge less than independent firms. 

Roa aa that is you, thinks—and prior to the evidence fur- 
nished by the people who are to testify, according to Kiplinger, or 
whoever furnished Kiplinger this choice item, “that GM and Ford,” 
the present corporate owners “will charge less than these same finance 
companies will charge,” when they are owned by the people, who, 
incidentally, are the present GM stockholders. 

That is all that happens. 

Today they are owned by General Motors, tomorrow they are owned 
by the stockholders of General Motors. 

r. Hourzman. You don’t think, Mr. Witness, that that is a differ- 
ence 

Mr. Jones. Well, I wonder. I wonder if it is any different. 

Mr. Houttzman. I am asking you now. 

Mr. Jones. I think it might be an improvement, sir. I have not 
lost confidence in people ownership of a corporation. 

It is a strange thing to me, as will be shown here by a Ford repre- 
sentative that the only way to own a finance corporation is for an- 
other corporation to own it. 

There seems to be something mysteriously diabolical here about 
people-ownership of finance companies. 

This sounds like a carryover from the Senate hearings held 2 years 
aro before the Antitrust Subcommittee where Senators Kefauver, 
O’Mahoney and Hennings had introduced a similar bill to the one 
now considered before this committee. 

One witness, a high official of Ford Motor Co., held a similar view 
and he warned that if GMAC was divested there would be higher 
charges. 

Make no mistake about it, there are high finance charges taxed on 
time buyers of course. His oral statements are worth reviewing. They 
are gems, but only if they are compared with his written statements, 
filed quite a time after the oral testimony—filed 2 weeks afterward. 

If this committee pursues this information along with other facts, 
you will find the real gold at the end of the rainbow with regard 
to the public. The motive for the high charges, the reasons for the 
origination of high charges in the financing of cars and for its uni- 
versal use and the reasons for its perpetuation, and last but not. least. 
you will get facts that will enable you, Congress, to determine which 
of the two are final recipients of these high charges, whether it is the 
factory, or whether it is the people that are stockholders of finance 
companies, 

Kiplinger said, “Congress thinks GM and Ford charge less than 
independent firms” or people-owned firms. That, after all, is what 
an independent finance company is. Let’s don’t get mixed up. They 
are just owned by Pome not owned by a factory. | 

At page 212 of the hearings report, first session of the 86th Con- 
gress of the Subcommittee on Antitrust and Monopoly, you will 
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find the following statements. Mr. Yntema, the Ford representative, 
predicted if GMAC is divorced: 


First, that growth of GMAC at the expense of other finance companies and 
then a rise in finance and insurance rates— 


they would first grow and they would raise rates— 


neither of these developments is pleasant to contemplate. In any event—this 
is the key sentence here—after the separation of GMAC from GM, the drive in 
GMAC to offer a streamlined finance and insurance service at low rates will 
probably decline and disappear— 
because people own that company. 

Mr. Rocrr. Do you interpret that to mean that if there is not a 
divorcement of GMAC from Genera] Motors, they will monopolize 
the business ? 

Mr. Jones. I think that is what he predicts on the one hand. 

Mr. Rocers. And that after they have monopolized the business, 
aos in turn, will have complete control of the automobile financing 
market ? 

Mr. Jones. That is what he says here, and then they are going to 
raise rates afterward, these same managers, the same people that run 
It now. 

Mr. Rocers. Do you agree with that? 

Mr. Jones. No, I do not. 

Mr. McCcunrocu. We still have the law of the marketplace, do we 
not? 

Mr. Joxrs, That is absolutely right, and that is all we want. _ 

Mr. McCciiocn. There is an unbelievable amount of credit avail- 
able, is there not ? 

Mr. Jones. What kind of credit, sir? 

Mr. McCuttocn. Consumer credit. 

Mr. Jones. There is a remarkable amount. 

Mr. McCuitocu. And the law of the marketplace will ultimately 
regulate the cost ? 

Mr. Joxes, That is right. It is kind of hard to understand how 
[rople who own finance companies can gyp people under those con- 
qifions, 

Mr. McCciiocu. Well, there are other credit sources—— 

Mr. Jones. That is right. 

Mr. McCct1ocn (continuing). Other than individually owned fi- 
hance companies. The national banks of this country are financing 
avery considerable amount of consumer credit at terms that are not 
as lugh as they were 25 years ago, for instance. 

Mr. Joxes. But with regard to my finance company, my rates have 
cone down, too: one of the few industries in which the cost to the pub- 
he has gone down. 

Mr. McCriiocn. You are to be complimented. Again, you are as- 
‘isting consumers and when you assist consumers, you assist the econ- 
ony of the country. 

Mr. Jones, I agree with you, sir. 

Quoting the Ford witness: 


The reason I say that is this: Ever since the first lender— 
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and get this: There is a lot of mistaken ideas about this whole field— 


there has been a difficulty in this relationship between the lender and the con- 
sumer. What we have found out is that there is a great temptation for the 
lender to take advantage of the ignorance of the consumer, and the consumer 
is abysmally ignorant in this area, and that is why we have State regulations 
of the small loun companies. You probably know something about the history 
of that. 

* * * We tried to simplify interest charges and make them intelligible. That 
is why we have regulations in many States with respect to the charges that 
can be made. 

I think GMAC could make more money than it is now making by charging 
a higher rate, and I think that in the long run there would be a great tempta- 
tion to do that. That is the way the other independent finance companies, by 
and large, operate. 

I think at present GMAC is influenced by the desire of General Motors to 
have this service performed in a streamlined fashion without all the frills. 
That is a very important factor and I think that it would be a difference. I 
am afraid you would find GMAC beginning to be like other finance companies. 


People-owned finance companies, I might add. 


At present, in my judgment, GMAC’s type of service, that is, the streamline, 
nonfrill service, is possibly influenced by General Motors, because that is one 
clear difference between them and the other companies. I can’t account for 
it in any other way. I would be afraid that if they were split off from Gen- 
eral Motors, they would then begin to behave like other finance companies; 
that they would try to make just as much money as they could from package 
insurance, and whatnot. 

* * * All J] am saying— 


and I disagree with what he is saying here— 


is that human beings are human, and if you split off GMAC, some of the pres- 
sures from General Motors which are good pressures, which are good for 
the country, which are good for the consumer, good for the dealer, are going 
to disappear. 

Mr. Dixon. And good for General Motors. 

Mr. YNTEMA. All right. But in this particular case what is good for the 
country incidentally happens to be good for General Motors. 

It is apparent that Mr. Yntema has more faith in the goodness of 
General Motors and their influence to keep low profits and take care 
of the people of the country than he has in the people who might own 
GMAC afterwards and how they would treat their neighbors and 
other people. 

Mr. Meaper. Mr. Chairman, I am not sure I understood the wit- 
ness correctly, but I thought I heard him say while he was quoting 
from Mr. Yntema’s statement that he, the witness, Mr, Jones, agree 
with what Mr. Yntema had testified to. 

Did I hear you say that ? 

Mr. Jones. No, you did not. 

Mr. Meaper. The reporter says he heard it. 

Mr. Rocers. That is what I heard. 

Mr. Hottrzman. Do you disagree with him ? 

Mr. Jones. I certainly disagree—— 

The CuHarrmMan. Let counsel clear this up. 

Mr. Jones. Would you mind reading back where I said it, sir? 

The Cuarrman. The question is: Do you agree with that? 

Mr. Jones. No. 

The CuarrMan. You donot agree? 

Mr. Jones. No. I do not agree that GMAC—and I know the man- 


agement in GMAC—I do not agree that they need the influence of 


General Motors in order to be decent people. 


erties 


ca ¢ 
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Mr. Meaper. Do you agree with any of Mr. Yntema’s statements 
that you quoted from ? | : 

Mr. Jones. No, I do not. | 

Mr. Hotrzman. Except that human beings are human, is that right # 
: Mr. Jones. Yes, I agree that human beings are human, and then 

go on. 

I am going to make remarks about this statement up above. They 
are right here, 

Mr. Maerz. Mr. Jones, so that the committee can understand the 
point, let me ask you these few questions. 

Is it not correct that GMAC buys time sales contracts only from 
General Motors dealers ? 

Mr. Jones. That is true. 

Mr. Maerz. And there was testimony, before the Senate Antitrust 
Subcommittee, was there not, that GMAC’s rates to General Motors 
dealers were lower than the rates charged by independent sales finance 
companies to dealers ? 

There was testimony to that effect, was there not ? 

Mr. Jonrs. Well, there was testimony and then they refuted it. 

Mr, Maerz. Yes, I am not interested—— 

Mr. Jones. Mr. Yntema said it and then he said it was not so. 

Mr. Maerz. There was testimony to the effect, was there not, that 
GMAC’s rates to GM dealers were lower than independent sales 
finance company rates to automobile dealers? 

Mr. Jones. Yes. 

There were qualified statements to that effect. 

Mr. Maerz. All right. 

Now, if GMAC were divorced from Genera] Motors, wouldn’t its 
lower rates be available not only to General Motors dealers, but to 
non-General Motors dealers, as well ? 

Mr. Jones. Why, of course, so; no question about it. 

Mr. Materz. And in those circumstances, wouldn’t this increased 
competition result in generally lower finance rates ? 

Mr. Joxes. Sure. 

That is why—we are not here—— 

Mr. Marerz. Is that not basically one of the points? 

Mr, Jones. That is right. 

We are not here basically in a fight between finance companies. 
We want a free marketplace and we are not afraid of that competition. 

Mr. Marerz. And, furthermore, is it your point that you feel that 
independent. sales finance companies, because of the present relation- 
ship between General Motors and GMAC, are deprived adequately 
rs cucestunity to buy the sales finance contracts of General Motors 

ealers! 

Mr. Jones. That is right. 
ae Maerz. And what you are saying, as I understand it, then, is 

1s: 

That if GMAC were spun off, all finance companies would have 
equal access to all dealers, including General Motors dealers? 

Mr. Joxrs. And GMAC would have equal access, too. 

Mr. Maerz. Is that essentially what you had in mind in quoting 
from Mr. Yntema’s statement ? 

_Mr. Jones. Not completely. I felt that the only case that he, 
Yntema, had made was that the only thing that happens is that when 
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GMAC is spun off, GMAC is owned by people instead of by General 
Motors Corp. 


The point is, I cannot understand how this action would cause 
rates to go up, which he says it does, and it is not true. 

Mr. Martz. What you are saying, Mr. Jones, is that if GMAC 
actually does charge lower rates to General Motors dealers, the ad- 
vantage of those lower rates, in the event of a spin-off, would be 
available to all dealers? 

Mr. Jones. To all dealers and all manufacturers. 

Mr. Marrrz. To Chrysler dealers, to Ford dealers, to American 
Motors dealers and Studebaker-Packard dealers? 

Mr. Jones. Yes. 

This corporation, which is bigger in total loans outstanding than 
our biggest bank in the biggest money center, New York City, they 
have more outstandings in consumer paper and wholesale loans than 
the ee bank in New York City has outstandings for their thou- 
sands of customers. 

The Crarrman. Does it not follow, then, that if its rates are lower, 
General Motors would be loath to see to it that Ford dealers, Chrysler 
dealers and other competing dealers get that advantage? 

Mr. Jones. That is certainly true. 

And, furthermore, they would not have to raise the rates to make 
a nice big profit. Mr. Yntema had just quoted the GMAC profits 
that amounted to better than 20 percent after taxes. That is better 
than 42 percent before taxes. 

So they do not have to raise rates to get very unusual profits. 

Mr. McCutuiocn. If my colleague will yield for just a moment, 
of course, we are interested in the profit that is returned from this 
business. At the same time, and in order that we might be well 
informed in this matter, could you tell us by comparison with bank 
financing what it costs the consumer to finance a motor vehicle 
through GMAC or the Ford Motor Credit Co. 

Mr. Jonrs. Yes, sir. I am surely coming to that. 

Mr. McCutyocu. The comparison of bank financing to independent 
retail financing ? 

Mr. JONES. Yes it will be here. 

Mr. McCutxiocu. That will be in the record ? 

Mr. Jones. Oh, yes, sir. 

Mr. McCuttocu. And we will have many examples of this in 
order that the average person can look at the figures and determine 
what it 1s going to cost him to finance a Ford or a Rambler or a 
Chevrolet. on a 36-month contract, either in Piqua, Ohio, or in New 
York? 

Mr. Jones. Yes, sir, that is right. 

I am a country boy from Marion, Ind., and I assure you that I 
will give you that whole information. 

Mr. McCciiocn. That will certainly be helpful. 

Mr. Jones. And you are going to be amazed at the reason why. 

The Cuarrman. Is it not true, Mr. Jones, that when monopoly sets 
in, human nature being what it is, and the profit motive being strong, 
then those prices would be jacked up, and the temporary advan 
the consumers have would be wiped out and they would ultimately 
pay the piper? 

{r. Jones. Very definitely true. 
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Mr. McCouiiocn. Mr. Chairman, may I make this comment: Of 
course, we must write for the record that there will be a monopoly 
in the financing of automobiles, if the parent-subsidiary relationship 
between GM and GMAC and Ford and Ford Motor Credit Co. is 
the determinative factor. 

However, there are literally thousands of national] banks and State 
banks in this country that are engaged in the financing of automo- 
biles. If my memory serves me correctly, the national banks, the 
State banks, do more financing, both in amount and in number of 
contracts, than do either GMAC or Ford Motor Credit Co. or the 
independent finance companies. As long as there are thousands of 
national and State banks authorized to engage in this business, and 
as long as credit remains as it is, even during the tough credit days of a 
vear ago, I am convinced, unless there is evidence to the contrary in 
the record, that there is no monopoly in the financing of automobiles 
and further that the law of the marketplace will keep the rates rea- 
sonably low. 

Mr. Jones. I hope, Mr. McCulloch, that you will keep your mind 
open on that. 

Mr. McCuntxoca. Of course. 

The Cuamman. Just a minute, Mr. Jones, please. 

I wish you would watch the actions of the Chair and please don’t 
try to interrupt if you can avoid it. It may be that at present the 
banks are getting a slice of this business, and there may be competi- 
tion. But if General Motors Acceptance Corp. and General Motors 
keep growing, and as I indicated before, monopoly sets in, the tem- 

rary advantage that the consumers might have with reference to 
ower prices may not continue and prices, because of the profit motive, 
will be raised. I question whether that is in the pu lic interest. 
With monopoly, it may be that the banks will be unable to compete. 
In certain parts of the country, as is usually the pattern, GMAC may 
compete with banks by providing low prices. But after they get 
control of the market they will raise prices up. That is what is 
happening in many industries in art parts of the country. That 
is why we apply the antitrust laws to those kinds of conditions. 

Mr. Roacrrs. Mr. Jones, I understand in response to the question 
asked by Mr. McCulloch that you were going to supply us facts, fig- 
ures, and information concerning finance charges of GMAC as it 
relates to their GMAC dealers. 

Mr. Jones. Yes, sir. 

Mr. Rogers. Or General Motors dealers. 

Mr. Jones. Yes, sir. 

Mr. Rocers. Do you have any information as to whether or not 
the General Motors dealers give the consumers an added advantage 
in their tride-in and sale of the automobile if they finance through 
GMAC? Do you have any information on that ? 

Mr. Jones, We have information on it. 

Mr. Rogers. And will you supply that? 

Mr. Jones. Yes, sir. 

Mr. Rocers. At the time that you supply the information that you 
promised Mr. McCulloch ? 

Mr. JONES. Yes, sir. 

Mr. Rocrrs. Thank you. 
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Mr. DononveE. Isn’t the purchaser of the automobile free to have 
it financed wherever he pleases? " | 

Mr. Jones. Technically, yes. : = 

Mr. Dononusr. And as Mr. McCulloch points out, if all these 
Jenders, including national banks, are willing to finance at lower rates 
than GMAC, wouldn’t the purchaser be inclined to go to the national 
bank or an independent lender that might give him a lower rate. 

Mr. Jonss. I think that like every other choice that a person might. 
prefer even sometimes to pay a higher rate of interest and sometimes 
they do. when they go direct. But that is not the sales finance 
business, gentlemen. I will proceed here and show you what the sales 
finance business is. 

When people borrow money—I am a banker, I own a bank in 
Glenview, Ill. I am president of that bank. Many people come into 
banks and borrow money and go buy a car. 

That is not the sales finance business. They are lent money. 
They ta and use that money for some other purpose. . 

But I think, 1f you will permit me to proceed with this, I think 
I will show you what the sales finance business is. 

Mr. DonoHug. Wouldn’t the lender require some collateral such 
as a chattel mortgage on the car that is being financed ? 

Mr. Jones. Sometimes, sometimes. We make loans. A gentle- 
man comes in, wants to buy a car, we will make him a loan. Some- 
times we take security, sometimes we take his note. Maybe we take 
Government bonds as security, he takes the proceeds and buys a car. 

But the funny thing about this, in the statistics that have been sent 
in from the banks it says it is for the purchase of an automobile and 
it isn’t actually a sales contract. 

So some of the figures you see when you get down to the statistical 
area, isn’t exactly the sales finance business. 

Mr. Donouvur. What difference does it make? 

Mr. Jones. It doesn’t make any difference in that particular in- 
stance, but in the sales finance business it makes a lot of difference 
because a sales finance company does more than just buy paper from 
a dealer or retail contracts. In the sales finance business, the classical 
sales finance company that has been over the years that existed from 
the very beginning do two major things. 

They buy retail contracts and they ies advance wholesale, funds 
for wholesaling, 100 percent in most cases of the value of the cars, 
at very low rates of interest, subsidized I might say, and that is very 
competitive. Those are the things that I think it is necessary for 
us to get into the record. 

There are some technical things about the finance company. 

Now, as you noticed here, and one of the points I want to make and 
was going to make about Yntema’s statement, his statement and all 
of the statements previous to this lead up to it, that finance com- 
panies made loans to people to buy cars and at unconscionable rates. 

That is not true. No sales finance company makes loans to any- 
body to buy a car. 

Mr. Maretz. Mr. Chairman? 

Mr. Jones, so that the record will be completely clear, in a typical 
transaction, as I understand it, is it not correct that a person will buy 
an automobile from a dealer who in turn will extend credit to this 
buyer ? 
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Mr. Jones. Yes, sir. A sales contract is entered into between the 
dealer and the time buyer. 

Mr Materz. And then isn’t it also correct that the dealer then sells 
tuscontract to a sales finance company ? | 

Mr.Jones. Thatiscorrect. You don’t make loans. : 

Mr. Manerz. Which means that the sales finance companies that 
you are talking’ about including GMAC do not do business directly 
mththe purchasers; isn’t that right? 

— Jones. That is right. That would not be the sales finance 
nsiness, 

Mr. Marerz. Let me ask you this: Do banks customarily do business 
dictly vith the purchaser of the automobile? _ 

Mr. Joves. The practices of banks are all over the lot. Some of 
thm arin the sales finance business and some of them do business 
dircttothe public. They are all over the lot, you know that. 

Mr. Mauerz. Do banks engage, to a substantial extent, in the pur- 
chi of retail sales contracts? | 

Mr. Jones. There are no statistics on what banks do in the sales 
finance business properly because it is confused. 

The Federal Reserve bank gives the report that is sent in from 
tanks, and ag I am in the banking business and I know that the reports 
nclude direct loans for it, direct loans for the purchase of cars, but 
that is not the sales finance business. How much confusion exists 
here, I donot know, but there is considerable. 

Mr. . Now, the sales finance companies, as I understand it, 
arenot these small loan companies—— 

. Jones, No; they are not. 

Mr. Materz (continuing). Which are engaged in extending retail 
credit: is that right 2 

Mr. Jonzs. No, sir; not in the sales finance business. 

OW 8 company, & given company, might be in the sales finance busi- 
tess, and also have a division that is in the direct loan business, but 
they never make a direct loan to buy a car or they are out of the sales 
lance business because the dealers would refuse to do some business 
with such a company. They conduct the credit sales with time buyers. 

Mr. Marerz. One final point. Isn’t it a fact that in the kind of 
iransaction to which I have made reference, where a purchaser buys 
the automobile from the dealer and the dealer extends the credit, it is 
the dealer who fixes the interest charges! 

Mr. Jones. That is right; the finance charges, not interest charges. 
Mr. Materz. Or the finance charges. 

Mr. Jones, The add on, that is right. Hecompletely fixes it. 

Mr. Marerz. And then the dealer sells this paper to a sales finance 

company at a discount; is that correct ? 
. Jones. A sales finance company has nothing to do with the 
ransaction until it buys that contract after it has been entered into 
tween the dealer and time buyers. 
ur, Marerz. And for the purpose of having the record complete, 
this means, does it not, that the dealer makes a profit on the time 
ce charge as well as a profit from the marketing of the 
tutomobile? 
r. Jones. Yes, sir. 


Mr. McCuLtocH. May I interrupt? 
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Mr. Jones. I was about to cover that, and I even have, if you will 
look on this same subject. Haven’t you got a blue folder here in front 
of you! Have you! Has anyone? | 

ake out this pamphlet No. 1. 

Mr. McCutxiocn. Yes, we have one. 

I would like to interrupt at this point because your answer was not 
definite. | 

The dealer makes a profit on that phase of the transaction only if 
he can sell his contract or his note to a sales finance company at a 
pent That in turn depends upon the law of the marketplace, doesn’t 
it 


Mr. Jones. You bet it does. 

Mr. McCutioca. And many times doesn’t the dealer sell the con- 
crac note, which is secured by a chattel mortgage, to a commercial 

a 

Don’t you have some of those notes? 

Mr. Jonxs. Oh, yes, yes, we have both kinds. 

Mr. McCutxocu. And in some instances the dealer makes no profit, 
except on the sale of the car, isn’t that right ? 

- Mr. Jones. Yes, but practices are different in banks. 

Let me say this: I have owned this bank for 2 years. Prior to my 
ownership, all their loans were direct. They didn’t buy contracts 
from the dealers. They refused to do it and there are a lot of 
banks like that, but a lot of banks do it both ways. 

Mr. McCuttocu. In other words, banks engage in both of these 
financing practices. They are interested in loaning money at a profit- 
able rate, properly secured, of course, to other people, and they will 
proceed either way as their policies dictate. 

Mr. Jones. That is true. | 

The Cuarmman. Suppose you start reading your statement. 

Mr. Jones. Well, I would like to very much. 

According to the Ford representative, only Ford and GM would 
be interested in low profits. It is this gentleman’s testimony which 
caused some Senators and some people to believe that GMAC when 
separated and owned by people would charge higher rates than 
GMAC owned by GM. In his testimony previous to this statement 
he had presented charts showing the annual profits of GMAC which 
run better than 20 percent after taxes and the charts of other lead- 
ing large independent finance companies at substantially less profits 
and some of the smaller ones with half the profit of GMAC. 

Yet, he states that if GMAC was divested, it would become like 
the independent finance companies and want to make the higher 
profits that the independent finance companies made and actually 
made this story stick in spite of his own statistics which showed that 
independents made substantially less than GMAC, and the records 
are a part of the Senate testimony. 

Then, as shown in the statement above, he stated that the opera- 
tions of the independents were like the “loan sharks,” and you have 
that pamphlet and that is pamphlet No.1. In this pamphlet—— 

The CuarrMan. That will be placed in the record. 

(The document referred to is as follows:) 
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WHAT A SALES FINANCE COMPANY DOES 


A sales finance company performs three principal 


functions: 


1. 


2. 


3. 


It extends loans to retail dealers to 
inventory the products which they sell. 
Such loans are commonly called "Whole- 
sale Receivables.” 


It purchases from dealers, instalment 
(time-sales) contracts that have been 
entered into between such dealers and 
the time buyers of dealers’ products. 
Contracts thus purchased are usually 
referred to as “Retail Receivables.” 


It sometimes handles the insurance on 
the products sold by the dealer on a 
time-price basis. This may be done 
through an insurance subsidiary or 
another insurance compary. 


r 
: 
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Loans mace to ceaters fcr =e ocuccose ef carrying inven- 
tories are usua.lv nace a= che finarce camoanies" cost, or 
lower, since the firacce caomcagrcies exect to make their 
profit from the °cisccur=” s<her set aff the face amcunts 
of the time-sales cectracts surctased -—- their retail 
receivables. 


The dealer, not t-e ficance campary, fixes the “time-price’, 
including the finernce ctarge, wich the tise-buyer pays for 
the privilege of pavins fcr the orecuct in the future. 
Usually the finance charce is greater than the amount of 
the disccunt which the finance comoany gets. However, in 
a minority of cases, it say be the sase. In very rare 
instances it may be less. 


OB 


Sales finance comsanies do rot mace loans to consumers for 
the purpose of purchasing the cealer’s products. No rela- 
tionship exists between the sales finance company and the 
time buyer until after the instaiment sales contract is 
purchased from the dealer by the sales finance company. 
The Financial-Vice President of a large motor car manufac- 
turer has described this customer-deailer-finance company 
relationship in these words: 


"In a typical sales financing transaction 
a dealer negotiates with his customer an 
installment contract for the sale of an 
automobile. The contract includes a fi- 
nance rate negotiated within a framework 
of such factors as caapetition, State re- 
gulation, and credit standing. A finance 
company then purchases this contract from 
the dealer at a discount rate.” 


_ 
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SALES FINANCE COMPANY 
CREDIT OPERATIONS 


SALES FINANCE COMPANY FUNDS 


ARE USED TO 


Extend Inventory Purchase Instal ment 
Credit To Dealers Contracts From Dealers 
“ 


RETAIL AUTO || RETAIL 


INSTAL- 
AND OTHER MENT 


BUYERS 


‘Goales Notes and . Retail Instalment 
sea instruments ae Contracts 


SALES FINANCE COMPANY RECEIVABLES 
“WHOLESALE” “RET AIL” 


REPAYMENTS BY DEALERS 
AND CONSUMERS 
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Sales finance companies secure their business through the 
active and persistant solicitation of retail dealers for 
the sale of their contracts. Outside solicitors of such 
finance companies call on dealers almost daily and are in 
frequent touch with them by ‘phones consequently, each 
dealer has a number of sales finance companies to which 
he may sell his contracts, at competitive prices. There- 
fore, competitive practices in the sales financing industry 
are unlike those that exist among banks and other lending 
institutions for borrower customers, where such borrowers 
usually go into the offices of the lending institutions 
to make their requests for loan accomodations. 


# # # 


Notes This memorandum sets forth only the broad outlines 
of the operations of a sales finance company. It 
is not intended that it describe all the details, 
variations, or nuances, pertaining to the operations 
of such companies. Its purpose is to give to the 
reader a general understanding of the basic proce- 
dures used by these important institutions. 


AMERICAN FINANCE CONFERENCE, INC. 
176 Weet Adame Street 
Chieage 3, Ulinels 
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Mr. Meaper. It is in the statement. 

The Cuarrman. All right, go ahead. 

Mr. Jones. It is in my statement, the explanation. 

Now, I would lke to point out that in this pamphlet under III 
quoted there: 


In a typical sales financing transaction a dealer negotiates with his customer 
an installment contract for the sale of an automobile. 


That is what Mr. McCulloch and the counsel were saying a minute ago. 


The contract includes a finance rate negotiated within a framework of such 
factors as competition, State regulation, and credit standing. A finance com- 
pany then purchases this contract from the dealer at a discount rate. 

These are the words of Mr. Yntema, the Ford representative, when 
he filed his statement 2 weeks later, correcting what he said were some 
nea made by other witnesses who were proponents of a similar 

il] 

So he agrees, also, that we do not make loans direct. Therefore, 
anv charges made in a time sales contract are made by the dealer, not 
by the finance company. 

Mr. Meaper. Mr. Chairman ? 

The dealer wants to sell that paper to a finance company, so he 
knows in advance that he is not going to sell that paper unless he ne- 
gotiates the contract with the purchaser on such terms as he can sell 
it? 

Mr. Jonrs. He knows the marketplace. He knows the market- 
place, and I will say this: That dealers have a half dozen places that 
they can call, and if they do not get the best rate one place, they can 
call another. If they have got a high risk, they can shop that risk 
around. 

Mr. McCciiocn. Including banks? 

Mr. Jones. That is true. 

Mr. McCuttocn. I read advertisements—— 

Mr. Jonrs. I notice you are quite interested in that. 

Mr. McCuntocn. I read advertisements of automobiles, which in- 
clides all types of automobiles from foreign to the highest priced 
domestic automobiles, and which advertise bank financing interest 
rates. IT am advised that true interest rates in many instances do not 
exceed & percent, eight at most. 

Mr. .JJonps. I have covered in my oral testimony here the explana- 
tion on page 8, where I talk about Mr. Yntema’s statements, and I 
wonld like, also, to adjust this one thing which I touched on here: 

That the relationship between a finance company and dealers it not 
I:xe the relationship between merchants, normally, and a bank. 

Merchants normally go in with even a good financial statement, 
and they sav: “Please, Mr. Banker, will you loan me some money 2” 

The reverse is true in the sales finance business. It is very com- 
pet‘rive. Sales finance companies in the sales finance business have 
s licitors out on the street. calling on these dealers every day to uy 
papers. and thev sav: 

“Please, Mr. Dealer, will you sell me a contract ?”—just the opposite 
relationshi 

Mr. Me TF LLOCH. Tet me interrupt again. The representative of 
the sales finance company goes to Mr. NX, the agent, and if he can offer 
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rates comparable or lower than Ford Motor Credit Co. or GMAC or 
any other automobile credit affiliate, will that representative not then 
get the business for his sales finance company ? 

~ Mr, Jones. There are a lot of other things besides rates, Mr. McCul- 
loch. 

The CoarrMan. That is the point. 

Mr. Jongs. I am going to touch on that, 

The CuarrMan. Mr. Jones, forgive me for saying this. You a 
proach this matter in sort of a negative way. I am not particularly 
interested at this point in what this witness said before the Senate 
committee. 

I am interested in your thoughts. I would like you to make a pos- 
itive approach on this thing and develop your position. The point is 
that there are other factors here. 

Mr. Jones. That is right. 

The CuHarrmMan. Otherwise, I never would have introduced the 
bill, and I would like you to develop that. 

Mr. Jones. Thank you, Mr. Chairman. 

Mr. CHarrMan. If you will read your statement and leave out the 
frills, we might get a constructive impression here. I am confused as 
to what this story really is. -_ 

Mr. Jones. Well, I am sorry. 

Mr. Hottzman. Mr. Chairman, may I ask one question. 

Mr. Jones. Is not the heart of the problem, the fact that when you 
have the GM and GMAC affiliation, the GM dealer is eternally 
selling GMAC programs and is ruling out lots of competition ? 

Mr. Jones. Qh, certainly. 

Mr. Hotraman. Is that not the very heart of it ? 

Mr. Jones. Yes, and that is what Ford said when it went to the 
Supreme Court about GM and GMAC. © 

The CHarrMan. Go on with your statement, Mr. Jones, and I wish 
you would stick to your statement. 

Mr. Jones. Now, the top of page 9. 

Now, let’s get at the truth about high finance charges. High finance 
charges do not exist because people own sales finance companies direct 
instead of owned by factories. High finance charges are not due to 
any difference that exists between the discount rate of a factory-owned 
finance company and those of a people-owned finance company. It is 
accounted for by the “pack” added by a dealer in his time contract 
entered into between the dealer and the time buyer. What is a“pack’’? 

The authority I use here for the “pack” is GMAC. 

GMAC has defined a “pack” for us. 

In 1938, GMAC very simply defined a “pack” in its brief before the 
Federal Trade Commission. GMAC defined any amount above its 
discount as a “pack,” as explained in these words: 

By reference to this chart he (the dealer) is able to determine the amount of 
the finance charge or differential he is to add to the basic price in making up the 
total time price of the contract he expects to sell. The chart amount and the 
differential contained in the total time price will correspond if the dealer con- 
ducts his instalment sales on the basis of adding only such differential into 
the time price to the buyer as equals the amount which the chart indicates 


GMAC, in paying the dealer for the contract, will deduct from the deferred 
balance payable under the instalment contract (the buyer having made a down 
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payment to the dealer or received a used car trade allowance). Is this oase, the 
net resuli— j 


this is our italic— 

the net result to the dealer is the same as though he had sold the car in a cash 
sale, since the down payment received and the amount of GMAC’s payment for 
the contract equal the cash delivered price of the car. | 

Briefly, that means if the dealer only adds the charge which GMAC 
is going to take as their income, then he will come out as if he sold the 
car for cash and had not sold it on time; and if he does that, there is 
no pack. 

ow, it says further: 

On the other hand, if when he expects to sell the contract the dealer “packs” 
the finance charge or differential used in the computation of his time price by 
making it greater than the amount indicated in the chart, the net result, if the 
finance company buys the contract at the indicated discount under those circum- 
stances is that the dealer will receive more than the cash price—if he adds 
more—because he will have charged the buyer a greater time price differential 
than the GMAC discount cost the dealer. [Italic ours.] 

Anything is a pack, according to this definition before the Federal 
Trade Commission, if a dealer in selling the car on time receives a 
greater amount from a finance company, and in this case GMAC, 
than if he sold the car for cash, and it did not involve a time transaction. 

That is pretty clear. 

The CuHamrman. Could you give an example in dollars and cents 
to illustrate that? : 

Mr. Jones. You mean illustrate a whole deal ? 

The Coamman. This pack. 

Mr. Jones. Well, let us take an easy transaction. Let us take a 
$3,000 automobile, and we will say we have a third down—that is, 
$1,000—so you have an unpaid balance of $2,000 that you are going 
to defer on a time basis. The $1,000 might be made up with $500 
trade-in and $500 cash, which is deducted. 

You have a $2,000 balance. 

Now, there is a finance discount charge, and if you will look at No. 
4here, you will find that the—— 

The CHarrman. I am asking you for your explanation. 

Mr. Hottzman. First, can you tell us how much the $2,000 would 
cost the consumer in toto? 

Mr. Jones. Yes, I will try to do that. You have a $2,000 balance. 

Mr. McCuiiocn. Over a 36-month time period ? 

Mr. Jones. Would you let me—I think, Mr. Chairman, if I could 
finish something, I think it would also help me, and I believe I could 
anticipate, if you would let me finish, and then ask the questions, I 
think I could get through. 

The Cyarrman. All right. 

You go ahead and read. 

Mr. Jones. No, I want to give this $2,000 illustration. With the 
$2000 unpaid balance on a $3,000 car, if in doing business with 
GMAC they only added the charge that GMAC normally makes for 
financing a car or discounts the contract on a without-recourse basis, 
they would charge $5.15 per $100, $5.15 per $100 per year. 

Now, if you have got a $2,000 balance, you would have $2,000 times 
$5.15 would be $103 a year, is that right? On your $2,000 unpaid 
balance you would have $309 for 3 years. 
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Mr. McCutxocu. $103 per year is it not ? | 

Mr. Jones. If you had a $2,000 unpaid balance and the rate was 
$5.15, that would be $309 for 3 years for the finance charge. 

Now, if that was all that was added and the dealer sold the contract 
to the finance company, GMAC, then there would be no packing. 

Mr. Hoirzman. In other words, the dealer could not make any 
profit on the financing of it ? 

Mr. Jones. That is right, according to this definition. 

Mr. Hottzman. And on a straight deal; is that correct ? 

Mr. Jones. That is right, and that is according to their definition. 

Mr. Horrzman. All right. 

Now, give us the other side of the picture. 

Mr. Meaper. How does he make more on a time sale than he does 
on a cash sale as you state in the second paragraph of your statement? 

Mr. Jonges. How could he make more? 

General Motors furnishes them rate charts. GMAC furnishes them 
rate charts, and so do other finance companies furnish them rate 
charts that will figure out these installments that you asked me to 
figure out rapidly in my head, or the finance charges, and it will not 
be 5.15. It will be $6, $7, $8, $9 a hundred. GMAC furnishes such 
rate charts. 

Mr. Hotrzman. Is that a common practice? 

Mr. Jones. You bet it is a common practice. It is universal. 

Mr. McCutxiocu. And what does it pay for? : 

Mr. Jones. That is the part that the automobile dealer keeps. That 
is what we call the pack. That is what GMAC just got through de- 
fining as a pack. So anything above 5.15 per hundred on a new car 
that the dealer charges is a pack. 

Does that answer it? 

Mr. Marerz. Mr. Chairman ? 

One final question on this point, Mr. Jones. 

What you are saying, as I understand it, 1s this: The purchaser 
is obligated to pay over a period of 3 years $2,309; is that correct? 

Mr. Jones. That is right, if there is no pack. 

Mr. Materz. I am not talking about pack. 

The purchaser is obligated to pay over 3 years $2,309, is that cor- 
rect ? 

Mr. Jones. Yes, $2,809. 

Mr. Maretz. Now, this dealer, then, will he not, sell this installment 
contract, to a sales finance company # 

Mr. Jones. That is right. 

Mr. Marrerz. To GMAC or same other company, isn’t that correct ¢ 

Mr. Jones. And get. that. $2,000 unpaid balance. 

Mr. Maerz. Now, ordinarily isn’t it true that the discount rate is 
lower than the rate that. the dealer 

Mr. Jones. Charges the customer. 

Mr. Maretz. Charges to the purchaser? 

Mr. Jonrs. Almost. alwavs. 

Mr. Maerz. If that is the case, the dealer then makes a profit rep- 
resenting the difference between the discount rate and the rate actu- 
ally charged the purchaser, isn’t. that correct? 

Mr. Jonrs. That is right. Mr. Maletz. 

Mr. Maretz. So. now, if this installment contract. for $2.300 is dis- 
counted with a sales finance company at the rate of 4 percent, then 
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the dealer then gets in cash from the sales finance company $2,309 
less 392, 1s that correct ? 

Mr. Jones. No; not in the illustration I gave, but you see, if he sold 
the contract that I illustrated 

Mr. Hottrzman. Mr. Jones, in a straight deal as we just described 
with the 35.15 interest rate, does a dealer ever make any profit on the 
financing $ 

Mr. Jones. No; not on that rate, that. is right. that is the net charge 
of GMAC. 

Mr. Donorcs. And in order to have that paper set up at $2,309 he 
would have to do business with the GMAC, is that correct ? 

Mr. Jones. Not necessarily. After he makes that transaction, he 
night sell that—I just gave you the GMAC rate, $5.15. That is also 
mv rate on New cars, vou see. 

Mr. Donoute. And in order for the dealer to make any money, he 
would have to sell it at a rate in excess of $5.15 per hundred; is that 
correct é 

Mr. Jones. No; he has to charge the customer more. 

Mr. Doxouve. That is what I mean, he charges the customer $5.15 
a hundred. He would have to charge him, say, $7 a hundred. 

Mr. Jonrs. That is right. 

Mr. Doxouver. And the difference between the $5.15 and 7 

Mr. Jones. He gets to keep, that is right, but that is not the illus- 
tration I gave. 

You asked me to give an illustration without a pack, and I gave 
you an illustration without a pack. 

Mr. Hotrzman. As far as you know, are there many or any such 
strteht deals involved in the purchase of a car? 

Mr. Jones. You mean at a net rate that the charge is made by the 
finance company 2 

Mr. Tfutrzman. Yes. 

Mr. Joxrs. Once in awhile, but it isn’t typical. 

Mr. Hortzsran. Would you say this is a rare exception? 

Mr..Joxrs. There is not 1 in 10,000. 

Mr. Hottzsaan. Not 1 in 10,000? 

Mr. Jones. That is right. 

Mr. Hortzman. You don’t even count it? 

Mr. Tort. There are ceilings on interest rates in many of the States 
of the Union. 

Mr. Joxes. In some States. 

Mr. Tort. Do vou mean to imply that the ceilings on the interest 
rates are Violated by the dealer? 

Mr. Joxes. You are talking about the usury rates? 

Mr. Torn. In Pennsylvania, we have a limit on charges. Do you 
mean to tell me in Pennsylvania that the dealer is able to acquire 
more interest for the car than permitted by the statutes? 

Mr. Jones. Not over the ceiling rate, if you are talking about the 
finance law in Pennsylvania. 

Mr. Tout. Yes. 

Mr. Jones. No. 

Mr. Totu. The ceiling rate apples to General Motors as well as 
to anv independent? 

Mr. Jones. That is right. 

Mr. Torx. So there is a limit on all of them in that State? 
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Mr. Jonzs. But, my friend, the ceiling rates are generally higher 
than this net rate, so there is always—— ~ 

Mr. Tot. In other words, they charge less than the ceiling? 

Mr. Jones. The finance company charges less than the ceiling, that 
is right. 

Mr. McCutxocu. I want to ask you this question, since you are a 
banker: This is not an example which you have given us, which 
shows a balance of $2,000 plus $309, figured at the rate of $5.15 a 
hundred. This will result in a true interest rate of approximately 
how much ? 

Mr. Jones. It is almost double. It is 1.85 technically. You just 
double that dollar per hundred rate at simple interest, but 1.85 is 
the accurate amount, 1.85 times 5.15. 

Mr. McCuttocu. What would be the true interest rate? 

Mr. Jones. The simple rate of interest ? 

Mr. McCuttocw. Yes; would it be more than 15 percent or more 
than 10 percent ? 

Mr. Jones. No,no. You mean this 5.15? 

Mr. McCutxiocn. Yes. 

Mr. Jones. The 5.15 multiplied by 1.85. 

Mr. McCuttocu. It would be more than 10 percent, wouldn’t it? 

Mr. Jones. It would be 9.52 simple interest. 

Mr. Materz. Mr. Chairman ? 

So that the record again could be clear, could we take a typical 
transaction. Mr. Yntema testified before the Senate Antitrust Sub- 
committee that on a $2,000 car, forgetting al] about trade names and 
downpayments, the time charges would be extended over a iod 
of 36 months and that the time and insurance charges would ea - 
proximately $500. Accept this assumption, will you not, so that the 
total price to the purchaser would be $2,500. 

Mr. Jones. On a $2,000 balance, on that assumption ? 

Matetz. Yes. 

Mr. Jones. That includes insurance, $2,500, OK. 

Mr. Maerz. Now, we will assume that the dealer is charging the 
maximum interest rate permitted by State law. 

Do you follow me? 

Mr. Jones. You mean the maximum charge under the installment 
act, time payment ? 

Mr. Materz. Now, typically, will the dealer then not sell that in- 
stallment contract to a sales finance company, at, let’s say, 4 percent 
or thereabouts ? 

Mr. Jones. Well, 4 percent normally is the lower rate; 5.15 is the 
lowest without recourse rate. 

Mr. Maerz. Let’s call it 5 percent, 1f you will. 

Mr. Jones. To make it easy, yes. 

Mr. Matetz. So on this $2,500 sales contract, the dealer will get 
from the sales finance company in cash, will he not, $2,500 less $375 ? 

Mr. Jones. That is right. 

Mr. Materz. Which means that the dealer will get in cash $2,125, 
is that correct ? 

Mr. Jongs. That would be about right, yes. That would be about 
right. I haven’t figured out your figures, but I believe that is about 
true. | 


«_ 
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Mr. Materz. Under your definition of pack then, the dealer would 
obtain 

Mr. Mraper. I think counsel has got those figures twisted around, 
because the bank that puts up $2,000 is going to get this interest. 

Mr. Hotrzsan. Will you yield there? 

Mr. Meaper. You have got the dealer getting $300 and—— 

Mr. Hotrzman. Mr. Meader, will you yield ? 

The question presupposes the highest interest rate permitted by 
State authority, and in those instances the dealers do make a profit 
onthe financing. ‘There is no question about it. 

The previous example reflected the minimum rate, and in those 
instances I don’t see how the dealer can make a profit. 

But, as testified to by the witness, not one minimum transaction in 
10,000 takes place actually, so that the dealers usually charge pretty 
close to if not the ceiling rate, thereby permitting the dealer to make 
money on the financing in addition to the sale of the car. 

Mr. Meaper. I don’t quarrel with that. I was questioning whether 
the figures were right. 

Mr. Maerz. Mr. Jones, is this a typical kind of transaction ? 

Mr. Jones. That you just mentioned 

Mr. Manerz. I beg your pardon ? 

Mr. Jones. That you just mentioned ? 

Mr. Maerz. Yes. 

Mr. Jones. The typical transaction is a transaction in which the 
dealer charges on a rate chart furnished by the finance company a 
rate higher than the finance company charges him. That is a typical 
(ransaction. 

Mr. Marerz. And the difference between the two represents a profit 
to the dealer ¢ 

Mr. Jones. That is right. 

Mr. Matetz. So in the example I have given isn’t it a fact that the 
dealer makes a profit of $125 on the finance charge ¢ 

Mr. Jones. Yes, sir, and that is why a finance company can’t go di- 
rectly to the public because the dealer doesn’t want him to. He 
wants him to do business with him. 

Mr. Marerz. Now, if it is correct that GMAC charges lower finance 
rates than other sales finance companies, then there is every induce- 
ment. is there not, for a GM dealer to sell his paper to GMAC because 
he would make a greater profit ? 

Mr. Joxrs. Under that assumption. 

Mr. Materz. On the finance charge? —— 

Mr. Jones. The answer is “Yes,” under that assumption if their 
rate is lesa, under that assumption they would certainly do that. 

Mr. McCciroca. But that is one of the problems involved here. If 
a retail finance company can provide rates as low as GMAC, then the 
profit motive, or expressed another way, the greed for gold will take 
the dealer to the place where he can make most profit, is that right? 

Mr. Jones, Yes, that is true. 

Mr. McCutrocn. Do you know whether or not General Motors re- 
quires its dealers to first offer their paper to GMAC, or may they offer 
it toa local bank? If they may offer it to a local bank, do they then 
often offer their paper to local banks? 

Mr. Josys. I only know what is commonly said in testimony here- 
tofore. The bankers say they have a hard time getting Gene 
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Motors business from General Motors dealers, naturally, that is easier 
to get it from other dealers. There are exceptions to that. 

ertainly some dealers sell their paper to some banks, but the 
dealers know that they had best send a substantial amount of their 
business to GMAC. 

Mr. Hotrzman. In addition to that, it is very convenient, isn't it? 

Mr. Jones. Not any more convenient than with any other finance 
company. 

Mr. Hourzman. Wouldn’t it be more convenient for the GM dealer 
now to trade with GMAC than it would be for him to sell his com- 
mercial paper elsewhere ? 

Mr. Jones. Sometimes it is not as convenient if you are just talking 
about a comfort convenience of easy to do business. 

Mr. Hoitzman. Yes. 

Mr. Jones. Because General Motors Acceptance Corp. generally 
in a State like Indiana where I compete, they have eight offices for 
the whole State. You will find that there are other finance companies, 
I forget, 700 or 800 licensees, and finance companies do business local- 
ly. That is one of their advantages. 

Mr. Hotrzman. I am asking about the dealer now. In addition 
to it being more desirable, it is easier for him if he is a GM dealer to 
trade with GMAG, is it not? 

Mr. Jones. No, sir, not any easier. He could do business with any- 
one. It is easier if he takes his overall operation into consideration. 
It will be easier for him to get along with General Motors if he does 
business with GMAC, if that is your statement, that is certainly true. 

Mr. Hourzman. That is exactly what I am saying. 

Mr. Jones. Oh, yes, you are absolutely right. 

Mr. McCutuiocn. Let me ask you this question: Does your bank, 
your commercial bank, or does your finance company, ever offer 
discounts that are greater than GMAC or Ford Motor Credit ? 

Mr. Jones. Do we ever offer a discount ? 

Mr. McCoutiocn. Yes, or do you ever offer rates or financing at 
lower rate than GMAC? 

Mr. Jones. Now, then, let’s take their rate at $5.15—— 

Mr. McCoutiocn. Or whatever the rate actually is. 

Mr. Jones. It is $5.15, without recourse. At $5.15 you say do we 
ever offer less than $5.15? 

Mr. McCoutiocn. That is right. 

Mr. Jonrs. We do sometimes, yes. 

Mr. McCotiocu. Do you get that business? 

Mr. Jones. Not always. 

Mr. McCuttocu. Do you make a profit when you offer it at that 
figure or lower than that figure ? 

Mr. Jones. I question sometimes whether banks make the money in 
the consumer credit department. 

Mr. McCutxiocu. Have you had much loss in your consumer credit? 

Mr. Jonrs. Yes, we have. 

Mr. McCuttocn. With automobiles in the last year? 

Mr. Jones. We have had some. 

Mr. McCutxocu. What percent of loss? 

Mr. Jonrs. We are running up around better than 1 percent now. 

Mr. McCutiocn. That is a little higher than the average, isn’t it? 
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Mr. Jones. Yes, it is running a little higher, it has been, Mr. Mc- 
Culloch, recently you know. 

The Coamman. Mr. Jones, would you say that the General Motors 
Co. encourages its dealers to pack 
_ Mr. Jones. Yes, sir, I certainly do. It is part of the merchandis- 
ing scheme definitely. I’d like to go into that. 

The Cuatrman. Isn’t it true, if the dealers are packing, that the 
lower rate that General Motors Acceptance Corp. may charge does 
not benefit the consumer, but only benefits the dealer ? 

Mr. Jones. It only benefits the dealer, but not always the dealer 
necessarily on a lower rate. 

The Cuamman. In other words, the thrust of your testimony is, I 
think, that the lower rate is not passed on from the dealer to the 
consumer ? 
on : ones. That is right, on account of the pack, on account of 

ack. 
Mr. McCutiocn. Mr. Chairman, let me ask a question here. 
Assuming all this to be true, do we need legislation of the type pro- 
sed, or do we need simple legislation which requires the seller and 
s agent to fully inform the buyer by a simple mathematical picture 
what the financial charges are and what is actually going on? 

Mr. Jones. This is only part of it, Mr. McCulloch. 

I would say that this is only part of it, but a very great factor. It 
isa very great factor. 

The Coarrman. We want to get those other parts, and we are going 
to ask you to read your testimony. 

Otherwise, we will never finish. It is now almost a quarter of 12. 
You have been here since almost 10 o’clock, and you have only read 
9 pages out of a statement embracing 22 pages. So I am going to 
ask vou to read your statement. 

Mr. Toru. Mr. Chairman, may I inquire whether you don’t want 
to find out what else is contained in the pack ? 

The CuarRMAN. What else is in the pack, Mr. Toll asks. 

Mr. Jones. What else? 

Mr. Tou. In addition to this finance charge, what else is included 
in the so-called pack ? 

Mr. Jones. This pack is simply the rate that is charged in excess 
of this$5.15. It amounts to dollars. 

Mr. Totz. And nothing else? 

Mr. Mraper. The gentleman from Pennsylvania is thinking about 
a package, but this means the dealer packs the finance charge. 

r. JONES. Packing a charge. 

Mr. Touu. Is there anything else involved in this deal ? 

Mr. Jones. No; there are some other side incomes. I will come to 
that. There is also insurance income on this. It is all a part of the 
merchandising program. That is what this is. 

Mr. Mraper. But the term, “Pack,” does not refer to anything the 
dealer may make on insurance or any other side income. The pack 
refers only to excessive interest rate or finance charge; is that correct 

Mr. Jones. Yes, sir. 

The Cuarrman. Page 10. 

Mr. Jones. At the top of page 10, now we have defined a pack, and 
the size of GMAC reserve payments or packs. 
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How appreciable the excess of GMAC excessive charges or packs 
over losses has become was indicated by Charles G. Stradella, presi- 
dent of GMAC, at a Senate hearing in 1956.1. He reported that GMAC 
paid its dealers $5,901 in reserve per new car actually repossessed in 
1952, and these amounts in others years: 1950, $4,662; 1951, $4,318; 
1953, $3,499; 1954, $2,026; 1955, $2,521. Explaining these figures, 
Stradella said that— 


the average dealer would be able to take that much of a loss before he was in the 
red. 


He observed further: 


Since the average amount initially advanced on new-car contracts is cur- 
rently only $1,878, the figures in the table show that the dealer’s participation 
in the finance charge has been considerably more than sufficient to absorb losses 
taken on the resale of new-car repossessions during the past 6 years. 


If these charges were not high charges by a General Motors owned 
finance company, what were they? He could have explained also 
that the repossessed cars are returned to the dealer’s place of business 
at GMAC’s expense for the dealer to resell to reduce such losses. 

And I might say, too, that if the car is not bought back, in other 
words, a skip, the dealer never pays anything. He takes no loss on 
that, only on the car that is brought back at GMAC’s expense and on 
the floor of the dealer. 

Based upon GMAC’s own definition of the pack, not 1 deal in 1,000, 
probably not 1 in 10,000 deals, that GMAC has ever purchased or is 
now purchasing is without a pack that its time buyers must pay. 

That is, the packs that GMAC charges. 

Mr. Hotrzman. That covers the question I asked you a little while 


ago. 

Mr. Jones. That is exactly right. That is typical. 

Mr. Meaper. And your statement before was not confined to GM AC, 
but to time financing generally ¢ 

Mr. Jones. That is typical. 

Present-day GMAC and Ford Motor Credit rate charts filed here- 
with provide for the very “pack” defined by GMAC. Nomatter how 
high a rate the dealer negotiates with the consumer—in struggling to 
make a net profit on the total] transaction—the discount rate which the 
finance company charges the dealer remains constant. 

A GMAC representative flatly admitted to an NRA official that the 
reserve (which GMAC introduced in 1925) came into the competitive 
picture before the bonus (which independents used as a counter- 
ver) 2 

Mr. Jones. They called a bonus-without-recourse paper a reserve 
on a recourse basis. 

Mr. McCutiocxu. Are both of those practices followed now by 
GMAC, Ford Motor Credit Co., banks, and independent finance com- 
panies? 

Mr. Jones. That is right. 


1 Automobile Marketing Practices, paresis ec subcommittee of the Committee on Inter 
state and Foreign Commerce, U.S. Senate (84th Cong., 2d sess., pt. 1, Government Printing 
Office, Washington, D.C.), B. 814. 

2 Minutes of meeting held in the office of Division Administrator Leighton H. Peebles; 
Ys zoom No. 3309, Department of Commerce Building, Washington, D.C., 10:80 a.m., Oct. 8, 
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A bank doing business with a dealer and buying his paper buys 
pack paper the same as any other finance company, if they do business 
that way. 

The true nature of the reserve is explained by Russell Hardy, former 
special assistant to the Attorney General of the United States, writing 
inthe Indiana Law Journal (spring 1955). 

This gentleman happened to make a real study of the finance busi- 
ness because this was part of his job when GMAC and General Motors 
Was prosecuted. 

GM and GMAC gave the dealer participation the euphemistic label of ‘“‘re- 
possession loss reserve,” on the pretense it served solely to compensate the 
dealers for losses on defaulted finance notes. 

In 1933 Alfred P. Sloan, Jr., then president of General Motors, candidly stated 
that any “appreciable excess over actual repossession losses was unfair to other 
finance companies.” 

Mr. McCuniocn. But, again, Mr. Chairman, are not all companies 
engaging in this very practice ? 

_Mr. Jones. And was then when Mr. Sloan made this statement; yes, 


sir. 

at es Chrysler, Ford, XYZ bank, your bank, and all 
others 

Mr. Jones. Yes, I have answered that before, and I am not changing 
it, Mr. McCulloch. That is true, yes, sir. 

Now, this is Mr. Sloan’s statement: 

That if there was any appreciable reserve above the losses, it would 
be unfair to other finance companies. 

Mr. McCutiocu. I wonder if the banks have considered that ob- 
servation by Mr. Sloan, considered the advisability of acting upon 
that observation by Mr. Sloan ? 

Mr. Jones. I do not know. 

Now, if you will read back to page 10, you will find that the present 
president of GMAC, Mr. Stradella, admits these $5,900 payments plus 
repossession were certainly substantially above the actual losses, right ? 
Now, relating Mr. Sloan’s admonition to Mr. Stradella’s admission 
we see what has happened. 

ec National Bureau of Economic Research study of 1940 observed 
also that— 


in 188-38, according to the samples collected by the Federal Trade Commission, 
the packs allowed— 


th:s might answer, Mr. McCulloch, some of your questions— 


the yxicks allowed by factory-preferred companies took, on the whole, a larger 
fraction of total charges than did those allowed by the other companies. 

Mr. Hotrzaan. On that point, do you know of any banks that have 
anvthing in the nature of repossession reserve ? 

Mr. Joxes. Oh, sure. 

Mr. Hottaman. They do have that? 

Mr. Jones. Sure. 

Mr. McCruiiocu. Practically all, if not all, banks have that, do 
they not! 

Mr. Jonrs. I could not say that. I just know of some. I have not 
looked at all of them. 

Mr. McCourzocuw. You do not know of any who do not? 
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Mr. Jones. I do not know too many that do, either, because I have 
not gone and looked at any of their books. Now, this reserve that 
you are talking about is not in the possession of the dealer. It is in 
the possession of the finance company. GMAC holds those reserves 
for losses to be taken by the dealer. 

Mr. Hottzman. Does your bank have a repossession reserve ? 

Mr. Jones. Yes. 

Mr. Marerz. Mr. Chairman? 

Mr. Jones, first, so far as the pack is concerned, does this not result 
from the fact that the dealer extends to the purchaser of the auto- 
re credit at retail, whereas he, the dealer, buys credit, at whole- 
sale 

Mr. Jones. I think that 

Mr. Maerz. Is that not essentially the situation ? 

Mr. Jones. That is essentially the situation. 

Mr. Matetrz. Now, beyond that, when banks buy installment con- 
ee from dealers, do they usually buy on a recourse or nonrecourse 

asis 

Mr. Jones. That will vary. I think banks probably—I think banks 
probably—I have no statistics. 

Mr. Materz. What about your bank? 

Mr. Jones. We buy without recourse. 

Mr. Maerz. Without recourse ? 

Mr. Jones. In most of the cases. 

Mr. Maerz. So when you set up a repossession reserve, it is to 
protect your bank, is that not correct ? 

Mr. Jonss. Yes. 

Mr. Hotrzman. As distinguished from the dealer, is that correct! 

Mr. Jongs. Yes. 

Mr. Maerz. When GMAC buys the paper from the dealer 

Mr. Jones. They buy it with recourse. 

Mr. Materz. It buys with recourse, does it not ? 

Mr. Jones. Yes, sir; and that is an important factor in this thing. 
This goes a little deeper than the surface. 

Mr. Materz. So that the committee can understand your testimony, 
GMAC, as I understand you, charges in its discount rate an amount 
sufficient to cover possible losses resulting from necessary repossession, 
is that right ? 

Mr. Jones. There are two reserves that a finance company keeps, 

ou see. They keep a reserve for losses taken by the finance company, 
but not recoverable from a dealer. ‘This reserve will equal up to 2 per- 
cent of their outstandings. This reserve has nothing to do with the 
dealer’s loss reserve which is on the finance company’s books to the 
credit of the dealer but under the finance company control. 

Mr. Maerz. I am talking about a dealer repossession loss reserve. 

Mr. Jones. The dealer’s repossession loss reserve is generally—if it 
is recourse paper—is kept by the finance company on their books and 
in their possession. And then after the contracts pay out, they pay 
it to the dealer. That is the way GMAC operates. They are re- 
course company. 

Mr. Materz. In other words, the dealer gets an added source of in- 
come when he receives money from this repossession loss reserve, 18 
that right? 
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Mr. Jonzs. Yes. Just exactly what Mr. Stradella covered. They 
got $5,900 from GMAC in 1952 for each repossessed car. _ 

Mr. Hottzaran. Does the dealer ever get such an additional rate 
when he trades with anyone other than GMAC? 

Mr. Jones. Sure. It is competitive. They do business competi- 
tively. It isa very competitive business. 

Mr. Materz. Do independent sales finance companies have a dealer 
repossession loss reserve ? 

Mr. Jones. Yes, sir. 

Mr. Materz. A dealer? 

Mr. Jones. Yes. 

Mr. Materz. And that is only when the independent sales finance 
company buys on a recourse basis? 

Mr. Jones. Not entirely; no, no. 

Now, I wil] tell you—this business, you have to be patient if you 
are going to understand it, and I only have the hope of having you 
understand it. Iam not here to misstate something. 

But in the beginning they had recourse and nonrecourse. It was a 
plain business. We bought paper without recourse, and they bought 
paper with recourse, and with recourse the dealer would actuall 
cuarantee to pay the payments, if the other customer did not pay o 
the contract. 

Then they came in with repurchase which was a dilution of the re- 
course method, meaning the dealer does not pay the balance unless 
the car is returned to him. 

On a without-recourse basis you may buy paper from the dealer 
and take this reserve over and above the regular finance charge and, 
sav, we put this up on reserve in the books and charge losses to it, 
althourh he sells it without recourse. So it is not always the case 
that the without-recourse paper does not have a dealer reserve in it 
that is paid later. I have to answer the question. It complicates it, 
but this is rather a technical business. 

Mr. Dononvs. Mr. Chairman ? 

Is it correct that in the sale of all GM products there is a charge 
against loss; that is, you pay for insurance against loss, do you not? 

Mr. Jones. That is right. 

Mr. Donontr. As part of the overall charges? 

Mr. Jones. Yes, sir. 

_ Mr. Doxonusr. So in what way would GMAC have a loss, having 
In mind that they have an insurance policy to guard against loss? 

Mr. Jones. Insurance policy ? 

Mr. Doxonvr. Yes. 

Mr. Jones. The insurance policy is only issued against collision 
losses and fire and theft. 

Mr. Doxonce. But I know it is so because I happened to examine 
aeontract for the sale of a Buick just last week, and there was $77 
a acharge against loss, plus fire, theft, and collision. 

Mr. Jones. I do not understand you. That might be the dealer 
Teerve. You mean it was in the contract? It might be the dealer 
loss reserve, Yes, 

Mr. Dononuve. So in that way I could not see how the GMAC or 
the dealer could Jose. 

Mr. Jones. You could not see what ? 
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Mr. Donouue. With an insurance policy guaranteeing against 8 
default——_ | 

Mr. Jones. There is no such insurance policy. You mean for some 
insurance company ¢ | 

Mr. Dononve. There was a charge in this contract. 

ae Jones. I never heard of an insurance policy on sales finance 
credit. 

Mr. McCunocn. It might perhaps cover insurance on the life of 
the mortgagor or the buyer. | 

Mr. Dononve. That probably could be. 

Mr. McCutxocu. But it should not be at that rate, in my opinion. 

Mr. Jones. No. I do not understand just what he has reference to. 
There are insurance policies for credit life, insurance policies for 
collision insurance, and there are insurance policies for fire and theft. 
There are no insurance policies that IJ know of—and I am sure it is 
not typical—where they insure the credit. . 

Mr. Dononvue. It might be on the life of the individual ? 

Mr. Jones. It mi ht be. 

Mr. DononHvE. ere, if he died—— 

Mr. Crastree. Mr. Chairman, may I ask a question ? 

The Cuarrman. Certainly. 

Mr. Crastree. Mr. Jones, as an alternative to the approach of this 
bill, have you considered outlawing the pack method of doing busi- 
ness, leas by amending the Federal Trade Commission Oe to 

rohibit packs or to regulate the conditions under which pose can 
used. Would that be a better solution to this problem 

Mr. Jones. The American Finance Conference on two occasions 
has made an attempt to eliminate packs. Packs started way back in 
the Pee DEE of the business and it is a part of the factory merchan- 
dising plan. 

We nade two attempts. When the NRA law was passed, during 
NRA there was a code proposed, and the American Finance Con- 
ference was organized during that code period, and we came down 
to Washington and we filed a brief requesting no reserves and no 
bonuses. 

Prior to our getting here, the other side, that is, the factory-owned 
finance companies, affiliated because they had three big manufac- 
turers and three of the large finance companies. They proposed a 
code with a pack in it, or a reserve, under this GMAC definition. 

We battled that thing for almost a year, and at the end of that 
time, we did get a code over the opposition of the factory-owned and 
factory-affiliated companies and some other companies that went 
along with us on the elimination of the pack. 

e did get a code sent out from Washington, the last code that 
was ever presented by the Administrator, to our conference, and it 
prohibited! both the reserves and bonuses. It also had a clause in there 
against subsidy, which is one of the things that has always been 
available to the factory owned or affiliated companies, always has 
been predominant in this business from the very beginning; factories 
have always subsidized their finance companies, and they subsidize 
GMAC today. 

The code included an antisubsidy clause in it, and it included an 
anticoercion clause. 
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Now, the chicken coop case, I think it was called, found the NRA 
unconstitutional. Elimination of the pack was one of the efforts of 
our association. On account of the excessive charges and packs that 
went on. In answer to your question, Mr. Crabtree, we again made 
a similar effort with General Motors Acceptance Corp. e effort 
was in about 1957. 

Our whole board of directors voted authority to a committee to 
get one of the leading finance companies affiliated with a factory, 
which was GMAC, to cooperate in such program, that is, to promote 
the passage of State legislation eliminating the pack. 

We negotiated and that was turned down by GMAC. Does that 


answer your question ? 
. Craprree. Now, just one other question. Are you familiar 
with the law that Congress which regulates automobile financ- 


ing in the District of Columbia ? 

Mr. Jones. I have heard about that law. 

Mr. Crastree. Does that law have any provision with respect to 
packs, do you know ? 

Mr. Jones. Most of the laws in the States legalize the pack. They 
do not eliminate it, most of the laws. There have been two series of 
laws that would be divided in two periods. Back in about 1955, there 
was an adverse court decision to the time-price theory which gave 
legal validity to time sales charges. 

“Prior to that, most laws, and you can examine this, most laws on 
regulation of finance business were passed by reform Governors or 
lecislatures over opposition of factory owned and affiliated finance 
companies these laws limited dealer participation so that it was a 
reasonable amount and thereby eliminated the pack. 

That was true in Indiana and Ohio, Michigan and Wisconsin. _ 

Since 1955, finance companies have been the proponents of legis- 
lation to legalize their business, the legality otherwise threatened 
because of the adverse court decision. The big companies and GMAC 
are the ones that have done this, and the laws provided rates at $7, 
$8, $9 per $100, which all provide for a pack on a substantial part of 
the business. 

Mr. Crastree. Actually, this method of selling on a time price 
rather than specifying the interest is a way of getting around the 
usury laws; is that not correct ? 

Mr. Jonses. I think, fortunately, the usury laws did not a Ply. In 
the old days, you know, when the business started, fortunately for the 
automobile business, they followed the time-price theory, which goes 
way back in some court decision that I do not remember now, but 
there was a court decision that you could sell a product at cash and 
then you could sell it on time. 

Time sales based on the time-price theory caused this business to 
grow. It was not slowed down waiting on State legislation. The 
dealers sold the car for cash or he said : 

_ “All right, I will sell it to you for $500 more than that,” and that 
is the time price, and then the finance company discounted the time 
contract. 

Mr. Craprrer. You can sell the car for a certain price, plus interest 
under the usury law; but if you sell the car for a cash price and sell 
it for a greater price on a time basis, you are not bound by the usury 
laws; is that correct ? 
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Mr. Jones. That is correct. 

Mr. Crasrree. Is that practice included in the pack ? 

Mr. J ones. The pack may be included in the time price and the 
pack is also included in recent State laws. There is room for packs 
In State laws. 

_ Mr. Crasrree. So a lot of the trouble really lies at the State level. 
is that not correct, in that laws have not been passed which would 
outlaw these packs ? 

Mr. Jones. A lot of the trouble that is in that area is just exactly 
what I told you. You cannot get a law through a State if the factories 
do not want you to, because just as soon as you start to passing a law 
that would eliminate this pack, the factories come out and thev have 
come out through their finance companies and stirred up the dealers 
and say, “Look what you are losing.” 

And there are a lot of dealers and, mind ou, SO we cannot do it 
either. You see what you can do about it. You have got a good law 
in Ohio and it was done by a reform legislature. 

Mr. REE. I would suggest, although I have not. looked into 
this, there might be some possibility of amending the Federal Trade 
Commission Act to define this as an unfair trade practice. 

Mr. Jones. It might be. Of course, I would like to talk on this 
bill because it goes deeper than just these packs. 

Mr. Crastree. Thank you. 

Mr. Meaper. I would like to ask; what does this pack busines 
have todo with H.R. 71? 

Mr. Jones. It has a lot to do with it, if I can get around to it. 

The Cuarrman. Go ahead. That is a very pertinent question, and 
we will appreciate it if you will in a very simple way tell us succinctly 
and, cogently, what the pack has actually to do with the bill before us 

Without referring to your documents, tell us in your own launsuage 
just briefly what other factors are involved, of an antitrust nature, 
forexample. 

Mr. Jones. All right. 

The CHarran. As simple as you can make it, now. 

Mr. Jones. I willtry. 

Many years ago General Motors created side incomes for theit 
dealers through the use of their subsidiaries. In 1919, they organized 
a and shortly afterwards, they organized their insurance sub- 
sidiary. 

They orignated the pack in 1929, or the reserve. That was a side 
Income to the dealers. 

The insurance commissions from the insurance subsidiary became 
an additional side income to the dealers. They took the packs and 
the insurance income with the result that GMAC created five incomes 
all under the control—the five incomes consisted of (1) mark up on 
cars and parts. (2) insurance commission, (3) normal finance reserve. 
(4) overcharge or “pack.” and (5) imsurance repairs and_ replace 
ment. The last three are delaved incomes which hold dealers for GM. 

The Cratewan. Leave that paper aside. I want vou to— 

Mr. Jones. All under the control of one corporation, General 
Motors, 

Now, these side incomes enahled the dealers of General Motors to 
sell their ears at a discount. below their cost of sales at a greater 
smonnt Chan was the dealers of other manufacturers. 
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The traditional selling method of the automobile industry is to 
load your dealers with inventory, and then the dealers have to sell 
their cars for any price they can get out of them. 

This last year in 1960 they made one-half percent in their total 
operation, including the 1 percent that finance men estimate they get 
from reserves alone, not included in the insurance and these other in- 
comes. 

So GMAC, with these two corporations, without the substantial 
acquisition costs normal insurance companies and finance companies, 
the insurance company and their finance company are able to give 
their dealers a greater side income than can the dealers of the other 
manufacturers as a result GM dealers are able to sell their cars at a 
cost below cost of sales, with disastrous result in this industry. That 
is why we have had the deterioration of dealers, the dealer body of 
Studebaker, Chrysler, and even Ford Motor, and the switches of 
franchise to General Motors. 

And because of this tie-in, these delayed incomes that General 
Motors hold on their books the insurance income, the finance pack and 
reserve, the repairs on the cars that they have insured, all of which is 
endangered if they leave the General Motors franchise and go over to 
another franchise. 

So this whole pack and these side incomes have a great deal to do 
with the present condition, which is an unhealthy condition in the 
automobile business. 

The Coatrman. Pardon the interruption—would you say that Gen- 
eral Motors now controls about 50 percent of automobile production ? 

Mr. Jones. A little better than 50 percent right now. 

The Cuamman. And what you are testifying to now, is that by this 
so-called pack and with its connection with General Motors Accept- 
ance Corp., more and more business will gravitate to General Motors, 
so that foreseeably General Motors will get even a greater strangle- 
hold on the general public as far as the manufacture and sale of cars 
is concerned ? 

Is that the thrust of your testimony ? 

Mr. Jones. That is exactly what will happen, and you will find 
further deterioration in the economic condition of other automobile 
manufacturers, which 1s already bad enough. 

They have taken these side incomes and enabled their dealers to 
sell their cars at less than cost of sales beyond anything that can be 
matched by the other manufacturer’s dealers who have to depend upon 
independent financial institutions and insurance companies who have 
overhead of acquisition costs. 

In addition to that, you want to know the antitrust angle of this, in 
addition to that we will show you that General Motors, by subsidy, has 
packed into the price of their products for one subsidy alone, capital 
subsidy, one subsidy alone in the price of all their products that they 
ell, cars, ranges, diesel engines, ball bearings, all the products, $1 a 
hundred, which subsidy is given to the benefit of GMAC to furnish 
these side incomes and to subsidize their wholesale rates that they 
extend to their dealers. 

The Ford Motor Co. complained about. the fact that they made a 
sirvev of wholesale rates, the subsidy of wholesale rates that they 
made a survey of 80 dealers and they had to pay a rate of interest they 
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claimed was one-half of 1 percent more than the rates charged by 
GMAC to General Motors dealers and they said this was pretty bad. 
But it was at a time when the prime rate in the United States including 
the costs of compensating balances was at least 5 percent. Ford Motor 
Co. itself couldn’t have borrowed money at that time from banks for 
less than 5 percent. But of the 80 dealers about whose wholesale cost 
Ford was complaining 74 were borrowing money at or below the effec- 
tive rate from us independents. 

Now, this is subsidy. 

That is where this subsidy goes, and why it is rough and why Stude- 
baker is having a hard time getting along and these other 
manufacturers. 

Some of these companies were automobile dealers, about four small 
businessmen by comparison were receiving a rate of 4 percent. 
Around 60 of them were receiving a rate of 414 percent, and only about 
5 to 10 of them were receiving a rate that was at 514 to 6 percent. 

Now, this was a lower rate than 90 percent of your sales finance 
companies could borrow at or even Ford Motot Co. or General Motors 
itself could go into the market and secure at prime rates. 

That is subsidy. 

That is what we are talking about: This pack, the side incomes of 
Mmsurance income, insurance repairs, all under the control of Gen- 
eral Motors, holds the General Motors dealers and binds them to them. 

You have a frozen situation in the automobile dealers today. There 
is a logjam. There is no mobility among dealers between manu fac- 
turers, because the General Motors dealers would be silly if they 
switched to a non-GM franchise considering the reduction in these 
side incomes, and General Motors is generally not wanting to take 
any more franchised dealers from Studebaker and other non-GM 
dealers because, like any monopolies, their executives have to be as 
adept at turning things off as they are turning them on, and they 
are not taking dealers from the others. 

So there is not any mobility on the part of the dealer body going 
back and forth from one manufacturer to another. 

General Motors has got a monopoly of the best dealers in this 
business. 

Now, mind you, the only people that automobile manufacturers 
sell to are automobile dealers, and there is no mobility in that market 
today and there will not be unless a change is made. 

Now, if GMAC is separated from General Motors and the people 
own GMAC, then it is not as important as it is that the resources 
of that big company would be available to finance these other dealers, 
non-GM dealers. That is not the most important. 

The most important thing is that it breaks this log jam. Because 
of future repairs and replacements the dealers who now have these 
insurance arrangements and have these reserves on General Motors* 

books, that have these big profits in them, these delayed incomes, they 
could move and become another franchised dealer, which they would 
be afraid to do today because of fear of the loss of the reserves, 
insurance, the repair business, loss of their financial institution. 

In other words, they could move with their finance company, 
GMAC, over to the other franchised dealer. A representative of 
Chrysler Corp. could call on a town in which there is dual dealer- 
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ship of Chevrolet, two Chevrolet déalers, and they could say to one 
of these dealers: 

“Listen, 1f you move over and take on the Chrysler-Plymouth 
franchise, we will give you an exclusive franchise for this whole 


area.” 

With GMAC independent, that dealer would likely, in the case— 
that is, that GMAC would move with him—would likely switch fran- 
chises. The dealer would not switch franchises today. They could 
not move, because these delayed incomes would not move with him. 
That isthe important thing about that. 

And, gentlemen, if it was not for the importance of the standpoint 
of a free marketplace, I wouldn’t be here. 

We are talking about a GM monopoly and restraint in the market 
for dealers. 

This is not. a fight between finance companies. I am not interested 
in making my business easier for me, because certainly it won’t be 
easier for me. ‘That just stands to reason. 

If this big GMAC, with all these qualities people say that it has, 
comes over out of this one GM area that they are now voluntarily 
confined, just financing General Motors cars, and comes over and 
competes with me for Chrysler business and Ford business and Stude- 
baker business and the rest, how does that help me? 

It won't help me, but it will help the American public, because after 
they move GMAC over and make it an independent company, you will 
find that the dealers of these other manufacturers will become healthy. 
They will have the benefits of a free marketplace, and as the dealers 
become healthy, as the dealers of the other manufacturers become 
healthy, then because they are the lifeblood of their factories, that is 
the sale way that the factories are going to be healthy. 

The manufacturers are having trouble in this country, because the 
manufacturers like Chrysler don’t have a good strong dealer body. 
There are big cities in these United States that have no Chrysler deal- 
ers, no Plymouth dealers, and they won’t get them, because of this 
condition that we are talking about. 

Now, do I answer this question ? 

The Cuamman. Does that answer Mr. Meader’s question ? 

Mr. Meaper. It was a long answer. I am not sure it is complete. 

The Cuarrman. I am going to ask you, Mr. Jones, to put the bal- 
ance of vour statement in the record. The bells have rung for a 
oe call, I will give you permission now, if you wish, to continue 
or a short while until the second bell rings to give us any additional 
oral testimony you would care to. 

We have other witnesses. 

Mr. Jones. You have other witnesses. 

The Cuarrman. We have witnesses who have come from distant 
places. 

Mr. Jones. I have attempted, I think, to sum up this story that 
I think is very serious about these side incomes. It goes to the core 
of this, packs are part of it. 

Mr. Mraper. If he is not to return, may I ask one or two questions 
about his company ! : 

The CHamman. I didn’t hear what you said, Mr. Jones. 

Mr. Jones. I said these side incomes that General Motors has devel- 
oped are at the very core of this monopoly, and you are going to have 
a monopoly in this automobile business until you “bust” it up. 
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_ The only way you can have free marketplace in the automobile 
industry is to take GMAC and make it an independent finance com- 
pany. 

The Cuamman. Here is what I am going to ask you to do, Mr. Jones. 
I am going to ask you to restudy the balance of your statement, to 
come back at 2:30 and then to give us an epitome of that statement. 

Will you please do that ? 

Mr. JoneE. Of the statement I just made? 

The Cuarmman. No, the balance of your statement. 

Mr. Jones. Yes. 

The Cuamman. I will have to limit you, then, because we must hear 
from a number of gentlemen who have come from a distance, and it 
would be unfair to hold them until tomorrow. 

Mr. Jones. I thank you very much, Mr. Chairman, for this oppor- 
tunity. 

The CHarrman. So epitomize your statement when you come back 
at 2:30. 

We will now adjourn until 2:30. 

(Whereupon, at 12:15 p.m., the committee recessed, to reconvene 
at 2:30 p.m., the same iy 


AFTERNOON SESSION 


The CHarrmMan. The committee will come to order. 

Mr. Jones, we will be glad to hear the balance of your testimony. 

Do I understand that you want to place your statement in the 
record ¢ 


STATEMENT OF PAUL JONES (RESUMED); ACCOMPANIED BY 
DAVID B. CASSAT 


Mr. Jones. I would like, Mr. Chairman, to place the statement in 
the record, and in the interests of time, because there are others that 
have come a long way to testify, that they follow me now, and that 
if there is any question that anyone would want to ask, and it is 
not cleared up by subsequent testimony, I would be glad to be avail- 
able any of the days to answer those questions. 

Thank you, Mr. Chairman. 

The CHarrMan,. If you wish, you can epitomize the balance of your 
statement. 

Mr. Jones. I prefer to let the others go on, sir. 

The CuarrmMan. All right. 

Mr. Mraper. Mr. Chairman, I have some questions. 

Mr. Jones. Unless anyone wants to ask me some questions now, I 
am available at your pleasure. 

Mr. Mraper. Mr. Jones, [ would like to ask one or two questions 
about your organization. 

What is your position with the American Finance Conference? 

Mr. Jones. I am chairman of the executive committee. 

Mr. Mraper. Chairman of the executive committee ? 

Mr. Jones. Yes, sir. 

Mr. Mraper. And what is the membership of your organization % 

Mr. Jonrs. There are 244 finance companies that are members of 
our association, spread throughout the country. 
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Mr. Mzaper. Does that comprise all of the independents, the so- 
called independents ? 

Mr. Jonrs. No. 

Mr. Meaper. How many independents are there in the business that 
are not members of your organization ? 

Mr. Jones. Outside of CIT and Commercial Credit Co., the two 
large ones, I would say that we have in our membership 95 percent 
of the volume done by independent sales finance companies. 

Conmercial Credit and CIT are not members of our association. 

Mr. Meaper. And the number of companies—how many are—you 
said vou have 244? 

Mr. Jones. We have 244 and that is chiefly the companies that 
specialize in the sales finance business. There are a lot of companies 
that. incidentally, buy a deal once in a while. 

Mr. Meaper. Would you have any idea how many are in the busi- 
ness but are not members of your association ? 

Mr. Jones. No. People that buy business in the sale finance busi- 
ness would run into, I expect, a thousand companies. That would 
Include loan companies that maybe buy one deal a month or occa- 
sionally buy a used-car deal. 

Mr. Mraper. How many are sales finance companies of the same 
character as your members but who are not members of your asso- 
ciation / 

Mr. Jones. Not many. Maybe 25. That would be a guess of com- 
panies who specialize in the sales finance business. They are mostly 
members of ours, excepting the companies that I mentioned that are 
of any substantial size. CIT and Commercial Credit are not members. 

Mr. Mraper. No banks are members ? 

Mr. Jones. There are banks who are associate members and I did 
hot include associate members. There are about 60 associate mem- 
bers and that includes some banks. 

Mr. Mraper. It includes some banks? 

Mr. Jones. Yes; but for the reason that they lend to us rather than 
because they are members doing sales finance business. They have 
been members for many years. 

Mr. Mraprr. What is the purpose of your American Finance 
Conference ? 

Mr. Jones. Its purpose is the same as any other trade association, 
Isuppose. We have our annual meetings and we conduct the affairs 
of interest in the field of sales finance. 

Mr. Mraprer. And one of the objectives of your conference, financial 
conference, would be the passage of legislation similar to H.R. 71? 

Mr. Jongs. One of our objectives would be to promote any legis- 
lation that would make a free marketplace in the sales finance business 
and in the automobile manufacturing business; yes. 

Mr, Meaper. Both in the States and in the Federal Government ? 

Mr. Jones. There is no State legislation of that kind that we know 
of,nor any possibility of this nature. 

{r. Mraper. Your conference does not concern itself with the 
passage of legislation for the advantage of your members in the 
State legislatures ? 

Mr, Jone. Oh, yes; we have a legislative committee that takes care 
of the State jagislation, but I thought you had particular attenion 
to this kind of legislation. 
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Mr. Meaper. You are interested, are you not, as a conference, in 

the passage of H.R. 71 and similar legislation ? 
r. JONES. Yes, sir. 

Mr. Meaper. For the advantage of your membership ? 

Mr. Jones. Yes, sir; we are interested in legislation. 

Mr. Meaper. That is all I have. 

The Cuarrman. Mr. Jones, on pages 16 and 17 of your statement, 
you say: 

GM created a sales finance subsidiary in 1919. By coercing GM dealers in 
those early days (proof: GM was indicted and convicted in the U.S. district 
court because of these activities and the Supreme Court upheld the conviction), 
GM became entrenched with its dealers and eliminated the substantial acquisi- 
tion costs entailed in independent sales financing. 

Just as briefly as possible, will you amplify on that ? 

Mr. Jones. General Motors in 1919 created their sales finance 
company. At the beginning, they didn’t get much business, Mr. 
Chairman, and it was not until 1925 that they began to get a great 
deal of growth, and that was when they introduced dealer partici- 
pation or packing of charges, and then their growth became tre- 
mendous. 

They did coerce their dealers, force their dealers to do business with 
GMAGC, and those tactics included refusing to ship cars that dealers 
needed who had them already sold to customers, making it dificult 
to obtain credit accommodations from their local sales finance com- 

anies. 

Their roadmen would go to the dealer’s place of business and 
threaten to cancel their contracts. As an illustration, if you would 
like an illustration, if it is not going too long, we had a local dealer 
in Marion, Ind., in my hometown, in which this dealer, because we 
bought paper without recourse and GMAC required recourse business, 
wanted to do business with us. Because he wanted to do business 
with us, they required him to pay for his cars ahead of time. So we 
would advance the money, and as you attorneys know, that when you 
advance your money before you get the security, in case of bankruptcy 
you would not be secured, so we were placed at considerable risk. 

Well, nevertheless we did it. 

Then when his contract came up for renewal they had him sign it 
but they refused to deliver his contract, and began to quit shipping 
him cars. He had a lot of cars sold, and this gentleman wrote to 
Alfred P. Sloan, and Mr. Bill Holler, sales manager, asking for 
relief. The dealer filed these letters in the trial of GM in the Federal 
Court where he was a witness. I have filed copies of those letters 
in the Senate hearings as documented evidence. As a result of those 
letters, the following week, he received a replv from Bill Holler and 
Sloan, in which they said, “You will hear from the distributor at 
Indianapolis,” and the distributor at Indianapolis wrote him a let- 
ter stating: 

You tell us what kind of cars you want. Then we will manufacture them. 
You tell us the color, upholstery, and so forth and we will manufacture them, but 
you pay for them when you order them. 

Six weeks later he would get those cars, and we had to put up the 
money. So we are financing not only the dealer, but GM, and the 
dealers was paying the cost. li the meantime—during the six weeks— 
we were unsecured. They were coercing us as well as, the dealer. 
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Mr. McCu.iocu. How long ago was that? 

Mr. Jones. That was this coercion that he is asking me about. 

That was in 1935. 

But that is when they became entrenched. That is when they built 
the house. 

N on you don’t keep building houses after you have got them built, 
you know. 

You might have a carpenter come along and tack on a nail once in 
awhile, but they don’t do that any more, they don’t have to, but they 
had to then to get the business away from me, and they got the business 
away from me finally because that dealer had to give them his sales 
finance business, and I have never had it since. 

Mr. McCuniocu. Mr. Chairman, I would like to ask a question at. 
this point. Do you know whether or not GMAC and GM or Ford 
and Ford Motor Credit Co. are presently engaged in practices which 
resulted in the indictment of General Motors at the time it was in- 
dicted and subsequently convicted ? 

Mr. Jones. Mr. McCulloch, I don’t believe, generally speaking, 
that they do. There is a very rare occasion that they do that any 
more because they are entrenched. 

Mr. McCu.xiocn. I presume in view of your statement you have 
not complained to the Department of Justice about any of the activi- 
ties of General Motors or Ford and their respective credit affiliates. 

Mr. Jones. We have complained because there are other types of 
coercion, but he was asking about the early coercion. 

Mr. McCuntocn. Have you complained within the last year? 

Mr. Jones. Yes, sir. There has never been an administration in 
which there was a new Assistant Attorney General appointed at the 
head of the Department of Justice that we haven’t tried to get relief 
through the Department of Justice, but because of the res adjudicata 
situation they said, ‘There is nothing we can do about this situation.” 

Mr. McCutitocu. Have you complained to the Federal Trade Com- 
mission about these practices ? 

Mr. Jones. Yes, sir; we have talked to the Federal Trade Commis- 
sion, not like we have the Department of Justice. 

Mr. McCutiocw. And you have had no relief from either the De- 
partment of Justice or the Federal Trade Commission ? 

Mr. Jones. We have had no relief. 

Mr. McCutiocua. Are those complaints documented by written 
communications? 

Mr. Jones. Which complaints are you talking about ? 

Mr. McCuxiocu. That you have made to the Department of Justice 
and or to the Federal Trade Commission. 

ah Jones. You mean the interviews we have had with them? 

es, 

Mr. McCuniocu. I mean any complaints or interviews. 

Mr. Jones. Yes; we have even had attorneys to write briefs in 
which we hope to convince them that this was not res adjudicata; yes. 

Mr. McCuxitocn. And do you have replies from the Department 
of Justice and or the Federal Trade Commission ? 

Mr. Jones. Yes, sir; we do. 

_Mr.McCutiocn. Are you in a position to furnish those communica- 
tions for the record ? 
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Mr. Jones. Yes, sir. 

Mr. McCuttocn. For the committee? 

Mr. Jones. We could furnish a letter from one of the assistant 
attorneys general in which he referred to our interview and he felt 
that there couldn’t be anything done about it. 

We can also furnish briefs that were prepared by our attorneys in 
the hopes that we could get them to open up the consent decree. 

Mr. McCunriocn. Mr. Chairman, I think the record might be en- 
cumbered by briefs, but I think it would serve a useful purpose—— 

Mr. Jones. These briefs are not lengthy. 

Mr. McCuttocn (continuing). If the communications addressed 
to the Department of Justice and the Federal Trade Commission and 
the answers thereto were made a part of the record. 

The CrairmMan. They may be confidential communications. Thev 
should be available to the memhers of the committee and the staff, and 
then if they see fit they could publish it. 

Mr. McCutrocn. I will accept. it subject to that. 

(The information referred to appears at pp. 226 and 315.) 

The CHarrMan. You may give them to the staff. 

Mr. Mraper. Mr. Jones, I am not sure that you were talking about 
the same thing that Congressman McCulloch was asking you about. 
Let. me ask the question in a little different form. 

Have you or any of your companies or anyone else, to your knowl- 
edge, submitted to the Department of Justice evidence of violation 
of the consent. decree on the part of General Motors and GMAC ? 

Mr. Jones. Let me confer here with a fellow who has done a lot of 
contacts with the Department of Justice. 

Mr. Cassar. We should furnish the Department of Justice their 
evidence? That is what they are for. They get evidence. 

Mr. Jones. Did you get the answer? 

Mr. Meaprer. I will ask you first, Mr. Jones, if you personally or 
any one of your associates, to your knowledge, has submitted to the 
Department of Justice evidence that General Motors or GMAC have 
violated their consent decrees. 

Mr. Jones. Yes, we have. 

Mr. Casser. I think that is a long way from this hearing. We are 
talking about legislation here. But we have submitted evidence to the 
Department of Justice from time to time, yes; the answer is “Yes.” 

Mr. Mrapner. Who are vou? 

Mr. Cassar. Tam Mr. David B. Cassat. 

Mr. Meaner. What. is vour position ? 

Mr. Cassat. I am on this committee of the American Finance Con- 
ference. : 

I was president when this action was started in 1986, and if I live 
long enough I hope some of you fellows will do something about this. 
I want to see it before I die. 

So Iam still down here plugging for it. 

Mr. Mraper. I would like to ask that there be submitted for the 
committee’s files or for the record if it is appropriate in the commit- 
tee’s judgement the instance of 

Mr. Cassav. Do you think that would be proper, sir? 

Mr. Meaprr (continuing). Violation of the consent decrees which 
you have called to the attention of the Justice Department. 
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Mr. Cassat. Do you think it would be proper for me to bring to a 
committee hearing what I have given to the Department of Justice 
ona matter that hasn’t yet been adjudicated ? 

Mr. Rogers. I think that what the gentleman is getting at is that 
there was a consent decree entered in 1952 which, it is claimed, is 
meeting the problem. 

Now, one of the issues in this proposed legislation, is whether or not 
this consent. decree has met the problem, and I understand that you 
and some others claim that it has not. Now, let’s see what has been 
submitted to the Justice Department, and find out why they haven’t 
met the problem or why they should meet it. 

Is there any objection to making that available to the committee? 

Mr. Cassar. I would not care to submit to this committee volun- 
tarily any evidence that I have given the Department of Justice in an 
effort to get them to take further action. 

Mr. Jones. You mean on individual deals? 

Mr. Cassat. I think it would be entirely improper, sir. 

Mr. Rogers. Why would it be improper? I would just like to know 
why vou think it would be improper. 

Mr. Cassar. Well, I just don’t think vou disclose your evidence 
until a proper time in court. Do you? Now, you gentlemen are all 
attorneys. 

IT don't know. 

Mr. Jones. May I answer this? 

Mr. Rocrers. Yes. ; 

Mr. Jones. Tomorrow, as I understand it, you are pong to have 
testimony here from the head of the Department of Justice, Mr. 
ee and you are going to have the head of the Federal Trade 

ommission. 

Wouldn’t it be proper to ask them what they have in their file? 
They would be the proper people to take the information that they 
have and disclose it to this committee. 

Mr. Rogers. That is true. 

Mr. Jones. You could certainly ask them the questions. 

Mr. Rocers. At the same time, they may not have all of it there. 

Mr. Jones. They would have what we filed. Ss 

Mr. Rogers. I sat on the committee for 2 years investigating the 
Department of Justice in 1952 and again in 1953. You can’t go down 
ca get everything they have. All we are trying to do here 1s deter- 
mine what is proper legislation. 

Now, one of the matters that has been brought out, on one which 
we hear argument, is that improper activities have been enjoined by 
this consent decree in 1952. Pieretore. we want to know if the decree 
is adequate, and if it isn’t adequate you should point out why it isn’t 
adequate; whether you found evidence that there is a violation of the 
decree; whether they are getting around it; and things of that nature, 
That is the only purpose we have in wanting this information. 

Mr. Jones. Mr. irman # 

Mr. Rocers. Yes. 

Mr. Jones. There hasn’t been a single statement made by me, and 
I think I am about the only one that has testified up to now; there 
hasn't been a single statement made that GMAC has violated the con- 
sent decree. We have not made that claim. 
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Mr. Rogers. But your associate just made that statement. We 
were confronted with a situation where Mr. Meader asked what you 
have done about informing the Justice Department as to violation of 
the decree. And as I understand, you didn’t want to tell us what you 
had given to Justice, isn’t that so? 

Mr. Jones. That was his statement. 

Mr. Rocers. Let’s get him properly identified. 

What is your name? 

Mr. Cassat. My name is David Cassat. 

Mr. Rocers. And what is your address? 

Mr. Cassat. I am president of the Interstate Finance Corp. of 
Dubuque, Iowa. 

Mr. BromweE.u. My name is Bromwell. I am a member of this 
committee. 

Mr. Chairman, I would like to introduce to this committee Mr. 
Cassat, whose remarks appear earlier in the record, but who has not 
testified as yet. Mr. Cassat is one of the most distinguished citizens 
of the Second District of Iowa. He is the president and founder of 
the Interstate Finance Co. of Dubuque, Iowa. He founded this com- 

any some 37 years ago and, at the present time this company is the 
far t independent finance company in the State of Iowa. 

We was the president of the American Finance Conference in 1936 
and 1937. He is a director of a bank and other unrelated co - 
tions, and is excellently qualified to testify concerning this subject 
matter. 

I should also like to mention to the committee some of the other 
activities that Mr. Cassat has carried on collateral with this, simply 
as a means of identification of Mr. Cassat. 

He is a former president of the National Council of Presbyterian 
Men. He is a director and officer of Presbyterian Life; he is chair- 
man of the Iowa State Study Committee on Higher Education, and 
at the present time is a vice president and treasurer of the National 
Council of Churches. I welcome this opportunity to introduce Mr. 
Cassat to the committee. 

Mr. Cassat. Thank you, Jim. 

Mr. Rogers, will you repeat the question so that I may answer it 
succinctly ? 

Mr. Rocers. The question is this. As I understand it, in respons 
to a question from Mr. Meader, you have stated that from time to time 
zoe made complaints to the Justice Department and the Federal 

rade Commission as to the activities of GMAC and others under 
this consent decree. 

Now, you were asked whether you would be willing to let us have 
ss of those complaints ? 

F {r. Cassat. My answer to that would be “No,” I would not like to 
0 SO. 

Mr. Rocers. Then my question is: What are these reasons? 

Mr. Cassat. Yes, indeed. I gave them to the Department where 
I think they belong. That is in regard to legal matters. Here we 
are talking about legislation. 

Mr. Rocers. What is the difference between legal matters and leg- 
islation in your analysis of the situation ? 

Mr. Cassat. My refusal is based on the idea that evidence of vio- 
lation of this consent decree is a legal matter and is up to the De 
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partment of Justice entirely to administer. And I do not think it 
would be appropriate—you gentlemen are lawyers and I am not—I 
do not think it would be appropriate for me to divulge them in a 
committee hearing; also, I do not have them with me. We have 
employed expensive lawyers to take briefs to the Department of 
J ustice as to how they could reopen this thing. 

There is a big ditference of opinion as to whether the consent de- 
cree makes this matter res adjudicata or whether it can still be opened. 

The Cuairman, It resolves itself to this: 

Questions were asked as to whether or not you complained to the 
Department of Justice. You say you have complained. Incidentally, 
what is the date of that complaint ? 

Mr. Cassat. Say that again $ 

The Ciamman. What is the date your complaint was filed with 
the Department of Justice ? 

Mr. Cassat. What date ? 

The Cramman. Approximately. 

Mr. Cassar. Well, one of our determined efforts was made when 
Judge Hansen was Assistant Attorney General. Bear in mind I have 
been working on this since 1936 and I have been attempting to edu- 
cate eight different Assistant Attorney Generals in charge of the Anti- 
trust Division. 

The Cuaurman. You placed the date when Judge Hansen was head 
of the Antitrust Division. 

Well, now, I will rule that if you want to supply the information, 
it would not be made a part of the record, but would be submitted for 
the committee to consider. 

However, if you feel that this would involve a violation of confi- 
dential communications, why, of course, we will have to accept that, 
and vou need not file this. But I thought 1t would help your cause 
if we had the information, and I am sure it was asked so that we 
could be enlightened on it, sir. 

Mr. Cassar. Iam going to read you a statement in just a few min- 
ufes, as soon as Mr. 5 ones is finished. I think I answer quite a few 
of these things in my statement, and I would like very much to submit 
diel to these questions after my statement has been put in the 
record. 

Mr. Maretz. Mr. Jones, is it your position that by virtue of the re- 
lanonship between GMAC and GM, General Motors Acceptance 
Corp. has an advantage with General Motors’ dealers insofar as pro- 
viding GMAC financing ? 

Mr. Jones. Oh, there is no question about it; no question about it. 

Ford told the Federal courts: 

General Motors and General Motors Acceptance Corp. wear the 
same hat. If a GMAC representative goes into a dealership, he is a 
General Motors man or, if a General Motors representative goes in, 
he is a GMAC man. 

This is not my word, this is what Ford told the Supreme Court, 
and said—then he said this: 

Even if General Motors Acceptance Corp. were not owned by Gen- 
eral Motors, just had that name, that would be enough for them to 
get the business; and, therefore, with that, no acquisition costs, they 
could furnish wholesale at. practically no expense to their dealers, 
whereas we could not. This is their statement. 
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Mr. Materz. After hstening to your testimony this morning and 
pour testimony at this very moment about the fact that General 

fotors has no acquisition costs 

Mr. Jones. GMAC. 

Mr, Maerz. I direct your attention to a statement that was filed 
by General Motors before the Senate Antitrust Subcommittee, I think 
it is to be found at page 455 of the hearings. General Motors pointed 
out that its acquisition costs approximate 30 percent. of total onerat- 
ing expenses. 

Mr. Jones. Page 455? 

Mr. Maerz. Yes, sir, page 455. 

Mr. Jones. Are you starting at (b) down there? 

Mr. Maerz. The fourth full paragraph from the bottom. Gen- 
eral Motors says that— 

Based on its own analyses, GMAC acquisition costs (sales effort, business pro 
motion and the cost of purchasing and processing of new volume) together with 


a fair share of overhead, run in the neighborhood of 30 percent of total operat 
ing expenses. 


Mr. Jones. He goes on and says: 


A proper comparison can only be secured by the establishment of a specific 
formula for use by all companies. If such a formula is established, GMAC will 
be very happy to submit to the committee its cost for confidential comparison. 
Of 30 percent of total operating expense. 

Now, somewhere else they compare, also, with Interstate Finance. 
whose president happens to be right here at my side. 

He states in the paragraph above, and I have not read this fors 
couple of years, but I remember a little bit about it: 


Claims have been made in recent testimony that GMAC has lower acquisition 
costs. 


Now, follow this: 


The president of the Interstate Finance Corp., testifying on April 16, 1%9, 
said: “My acquisition costs are 30 percent of my entire income and theif 
[GMAC’s] are practically nothing.” 

That is of the entire income. Now, let us go down to the GM state- 
ment. GM said, based on its own analysis, GMIAC acquisition costs. 
business promotion and other costs of purchasing and processing ¢ 
new volumes, together with a fair share of the overhead, run in the 
neighborhood of 380 percent of operating expenses. That is 30 per 
cent of two different things, and a very important difference. 

Mr. Cassat had said 30 percent of the total income, and this fel- 
low—this is the kind of doubletalk, gentlemen, that you get, just 88 
sure as the world. 

Mr. Maerz. What you are saying, then, is this, Mr. Jones: 

That General Motors’ acquisition costs are far less than the acqui 
sition costs of sales finance companies, is that right? 

Mr. Jones. On this testimony right here, one is 30 percent of Its 
expenses, and I think he goes on and says that you can see our er 
penses are about the same as those of Mr. Cassat. 

But Mr. Cassat told about 30 percent of his gross income and thet 
were talking about 30 percent of their expenses, which would be 2 
percent of about 40 percent of what Mr. Cassat was talking about. 

So it would be 12 compared with 30. 

Mr. Maerz. Mr. Jones, may I ask you this. 
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You operate a sales finance company. Are you able to buy sales 
contracts from General Motors dealers? 

Mr. Jones. We are able to buy contracts from General Motors 
dealers, mostly used cars, because in our area we can handle used 
cars cheaper than they can, because they are supervised out of New 
York. 

In handling used car contracts you use more labor. Our money 
costs are higher than their costs on account of the leverage, the sub- 
sidy I was talking about. I can offset it with less supervisory labor 
costs. I buy a great deal of Genera] Motors dealers used-car paper. 

Mr. Maerz. What about new-car paper ? 

Mr. Jones. New-car paper, I do not get very much, very little. 

Mr. Maerz. Why not? 

Mr. Jones. Once in a while I get it because some customer, who 
likes to do business with us, will insist on it. 

The CHarmman. Why do you not get new cars? 

Mr. Jones. GMAC has become entrenched with those dealers, and 
thev know it is more convenient, as the gentleman over here says, to 
do business with GMAC for the overall convenience of the dealers 
overall operation. 

The Cuarmman. Is there something more than convenience in- 
volved? Would they suffer, if they would give you the business 
rather than General Motors Acceptance Corp. ? 

Mr. Jones. Yes, they would, but today they do not do it like they 
used to. They used to just come out and hit the guy over the head 
and say: “You either do this, do business with C, or we will 
cancel your contract.” 

They do not do that anymore with the consent decree. 

The Coarrman. What do they do? . 

Mr. Jones. What they would do would be several things. Sud- 
denly they would not be getting the kind of cars they wanted. That 
would be one way to do it. 

Another way, they might come down and say: “Well, you are 
not selling very many of these 5-ton trucks, so we are going to ship 
vou a couple 5-ton trucks, and then we are going to spend the weekend 
ere going over your stock inventory, because we do not think you 
have enough inventory of parts to take care of your community,” 
so they spend the time there and set up a big order. 

Now, it does not take this gentleman very long to realize—— 

The CuHamman. Have you proof of that? 

Mr. Jones. Sure. You could get proof of it. I do not have it this 
minute but I am telling you what happens, but I would have a hard 
time getting proof, because you can hardly get witnesses of any kind 
to testify against General Motors. 

We formerly obtained a whole group of dealers to testify about these 
things when GM was indicted and convicted. That is the reason why 
General Motors was convicted. 

But vou just cannot go out on the spur of the moment and get it. 
Mr. McCutstocn. Mr. Chairman, I think vour last question was an 
excellent one. We cannot responsibly legislate on rumor or hearsay 
stories. If Mr. Jones can secure for us the name and address of agents 
who have been subjected to this procedure in the last. 5 years, it would 
be very helpful to substantiate a story which presently is not based 

| firmly on evidence. 
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Now, I have a. couple of other questions. 

I noted that your sales finance company was able to get few, if any, 
new car financing contracts from agencies of General Motors. 

Did I understand that statement right ? 

Mr. Joneses. Yes. 

Mr. McCut.ocn. Could you furnish in understandable detail the 
cost of financing a new automobile by your sales finance company in 
accordance with the examples about which we were talking before 
lunch, and the cost of financing the same kind of new automobile by 
GMAC and by Ford Motor Credit Co.? 

Mr. Jones. Sure, I can tell you right now. I can tell you now. 

Mr. McCuxiocn. And can you also furnish the cost of financing 
the purchase of that kind of automobile through your commercia 
bank, the commercial bank of which you are president, in comparison 
with the costs of financing the same automobile by GMAC or by Ford 
Motor Credit Co. ? 

Mr. Joneses. Yes, sir. 

(The information referred to appears at p. 315.) 

Mr. McCunxvocn. Will you furnish that for the record ? 

Mr. Jones. I will give it right now. It is easy, night now. 

Mr. McCutxocu. [ would be very happy if you would furnish it in 
writing. 

Mr. Jones. It is simple. 

Mr. McCunzocn. In order that we may look at it. 

Mr. Jones. I will give youacompletestatement. This is not a tough 
business. We finance it at $5.15. 

Mr. McCutxocn. Are you talking about the sales finance company 
or the commercial] bank ? 

Mr. Jones. Both, both. 

Mr. McCutuocn. Are the terms and rates, for both the sales finance 
company and the commercial bank of which you are an officer, 
identical ? 

Mr. Jones. No, sir. They are not identical with all situations even 
in a finance company. 

Mr. McCutiocn. How can you reply to me accurately, then, that 
you are giving me an answer that applies to both? | 

Mr. Jones. For the same type of paper, Mr. McCulloch, that GMAC 
buys, for the same quality of paper, I give the same rates. 

I cannot cheat that dealer. He knows. And if he can sell that 
contract to GMAC at $5.15 then I can only get it at $5.15, that is the 
only way I can get it. 

ut because of the GM-GMAC relationship, I am less apt to get it. 
Now, you have paper that might qualify for a higher rate than $5.15 
that 1s higher risk paper. You understand the dealer knows he must 
recourse his paper with GMAC. 

That 1s their policy ; those are their statements. GMAC is on record 
prenty of times about that. So the dealer, wanting to please General 

{otors, and having six or seven finance companies, as I explained this 
morning, coming in wanting to do business, “Please sell us some con- 
tracts,” he will sell his cream paper to GMAC and his off paper, mar- 
ginal paper, to other finance companies. 

Now, I would be foolish to buy the off-color at exactly the same 
rate as he is selling his cream paper to them, but if I can get cream 
paper, I will do it at $5.15. 
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Mr. McCutiocu. Do you have the loss ratio between the two kinds 
of papers that you are now discussing # 

{r. Jones. The loss ratio between recourse and nonrecourse? 

Mr. McCuttocu. That is right. 

Mr. Jones. Almost all of our paper is without recourse so our loss 
ratio is without recourse. 

Mr. McCutiocu. Can you give us the current percentage of loss, 
on this one hand, and the percentage of loss over a period of 1, 2, 3, 
4, or 5 years, or any period that is convenient for you? 

Peet onEs. You are talking about the recourse paper of General 
otors? 

Mr. McCuniocu. Both kinds of paper. 

The CHatrrman. At this point I would like to read into the record 
just briefly a statement from the staff report of the Committee on the 
Judiciary of the U.S. Senate, entitled “Study of the Antitrust Laws,” 
particularly with reference to General Motors. On page 707 of that 
statement 5 fel is the following : 

The record clearly shows that insofar as financing is concerned, there is a 
General Motors market and a non-General Motors market; that GMAC effec- 
tively controls the General Motors market to. the exclusion of other finance com- 
panies and banks. 

None of the competing finance companies have been able effectively to operate 
to any large extent in the General Motors market either wholesale or retail. 

Now, I would like to ask you the following, Mr. Jones: 

You say on page 20 of your statement : 


GM’s power over dealers by controlling finance and insurance is why Ford 
is imitating GM in securing its insurance and finance subsidiary. 


Expand on that, will you? Why is Ford imitating General motors ? 

Mr. Jones. Ford is imitating General Motors—— 

The CHatrman. You indicate below 

Mr. Jones. I cannot do it better than to tell you what Ford has 
said and I copied it right down here. 

The CHarrman. Let us hear it. 

Mr. Jones. Ford summed up the situation aptly before the U.S. 
court when it described GM’s advantages. After several unsuccess- 
ful earlier attempts to modify its consent decree, which prohibited a 
finance subsidiary for Ford, Ford in another attempt in 1946 stated 
before the U.S. Supreme Court: 


Respondent— 


that is Ford—— 
The CHarrscan. U.S. district court. 
Mr. Jones. That is correct. 


Respondent— 
Ford— 


feels that it could offer through a finance company which it owned and controlled 
a plan of financing better adapted to the sale of the products and it feels that its 
Mability to do this in the past has resulted in the loss of sales evidenced by the 
decrease in the percentage of cars sold by this respondent to all cars sold by 
all manufacturers. 

Respondent is, therefore, confronted with the necessity of taking some steps 
to overcome this competitive disadvantage. Ford’s loss of sales referred to 
above could have been, and were gained, only by the then only extensive owner 
of a finance and insurance subsidiary, General Motors. All other manufacturera 
similarly lost sales to General Motors for the same reason. 
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Ford then was saying, in effect, to the Federal court: (1) An auto- 
mobile manufacturer with a finance and insurance subsidiary has an 
unnatural advantage over a manufacturer without a finance and in- 
surance subsidiary. : 

The Cuarrman. Now, I would like to ask your counsel, if I may, 
the statements made by Mr. Jones on page 21 are, as follows, the last 
pagraph: 

The Department of Justice in the intervening years has taken the position 
that the consent decree makes the issue of GMAC divestituure ‘res adjudicata, 
Not subject to reopening. 

Where did you get that conclusion from ? 

Mr. Jones. You are asking me? 

The Cuarrman. No, your attorney. 

Mr. Jones. He is not an attorney. 

Mr. Cassat. I can answer it, though. 

The CHarrman. Are you an attorney ? 

Mr. Jonrs. No, he is not an attorney. 

Mr. Cassar. I guess I am the only one in the room that is not. 

The Cuarmman. Who is your counsel here? 

Mr. Jones. George Omacht is present. He is counsel for our ass- 
<iation. 

The Cnamman. Let him step forward. 

Mr. Jones. This is Mr. George Omacht. He is chairman of out 
legal committee and senior counsel for Associates Investment Co. of 
South Bend, Ind. 

The Cuarrman. Are you an attorney ? 

Mr. Omacur. Yes, sir. 

The Cuarrman. IJ asked a question and Mr. Jones stated: 

The Department of Justice in the intervening years has taken the position thst 
the consent decree makes the issue of GMAC divestiture res adjudicata, pot 
subject to reopening. 

What is your comment on that and where did that conclusion come 
from ? 

Mr. Omacurt. As one of a committee, we had an appointment with 
‘Herbert Brownell when he was Attorney General. He took us to 
Judge Hansen, who was then head of the Antitrust Division, and we 
pointed out to these men that, regardless of the consent decree, it dil 
not correct the situation, that there was still pressure upon the dealers 
to do business with GMAC, and we said, “Can’t this consent decree be 
worked over in some way ?” a 

They said they would brief the matter, and indicated they thought 
the consent. decree was res adjudicata: that it could not be opened to 
provide divestiture, since originally before the court there was n0 
divestiture provided. 

So they eked us to return and we returned, and Mr. Herbert a 
was there. He wasone of the assistants to Judge Hansen. Thev " 
prepared a letter to us stating that the consent decree was res oun 
cata on this point, and that you could not open the consent decree w! 
the purpose of obtaining divestiture. . ; 

Now there is a provision in the consent decree which states a 
opened to correct. certain minor defects, but not to jump oe . had 
ject of an injunctive relief to a relief by divestiture. We epee 
that. opinion from Attorney Generals ever since the consen 
was entered. 
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The CuarrMAn. Have you had such an opinion from the present 
Attorney General ? 

Mr. Omacur. Yes. 

You did not ask me if it was in writing, did you ? 

The Coarrman. What is that ? 

Mr. Omacurt. You did not ask me if it was Mr. Loevinger’s opinion 
i was in writing? It was not in writing, but we have talked to him 

ut it. 

The CHarmman. And if it is true that divestiture is res adjudicata, 
and in view of the continued affiliation of GM and GMAC would that 
a 7 the best reason in the world why you come to Congress for 
relie 

Mr. Omacut. It seems that Congress has the only remedy to offer 
us; that this consent decree is a privilege to be affiliated that cannot be 
changed by any legal action. 

Mr. M H. Mr. Chairman, I would like to ask counsel for the 
association, if he will furnish for the record a copy of the letter from 
Attorney General Brownell, of which he has spoken. My under- 
standing of his statement is that it was the opinion of the association 
or of the counsel for the association that the matter might have been 
res adjudicata ? 

If you have any briefs on the subject, would you furnish one copy 
of each brief to the committee ? 

Mr. Omacut. Now, as to this letter, it was turned over to Russell 
Hardy, who was then representing the association, and I do not know 
whether or not I can get it for you, but I will try. 

As to the brief, Thurman Arnold—we employed Judge Thurman 
Amold to look into the matter. He gave us this opinion. He ap- 
peared before the Senate committee and testified the matter was 
res adjudicata. 

Also, only recently we talked to Mr. Holmes Baldridge, who was in 
the Department and had to do with the entering of this consent decree 
in 1952, and he briefed the matter and advised Mr. Jones and me that, 
in his opinion, the matter was res adjudicata. 

Mr. McCutxocu. Did he, in addition to his opinion, furnish you, 
as chief counsel or senior counsel of the association, a brief upon which 
he based his opinion ? 

Mr.Omacur. Yes. 

It was a very rough brief. I will try getting that for you. 

(The information referred to appears at p. 226.) 

Mr. McCutyocn. Can you furnish that brief, or any other brief 
on this particular point that have been used by you or submitted to 
the Department of Justice or the Federal Trade Commission ? 

a Omacut. Yes, we will furnish you anything in writing that 
we have. 

I do not know whether I can get that letter the Department wrote, 
but perhaps you folks could get a copy from the Department. 

(The information referred to appears at p. 315.) 

Mr. McCu.iocn. Mr. Chairman, I would be pleased if these briefs 
could be furnished for the record. 

The Cuarrman. Counsel is instructed to ask the Department of 
Justice for a copy of all pertinent documents they have on this matter. 

(The information referred to appears at pp. 91-215.) 
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Mr. Meaper. Mr. Omacht, you mentioned that Judge Arnold was 
employed by you. Do you mean by the American Finance Confer- 
ence ? 

Mr. Omacut. No. 

Mr. Mraper. Or by your own company ? 

Mr. Omacut. He was employed by my own company, Associates 
Investment Co., the company I work for, I mean to say. 

Mr. Mraprer. And when he testified before the Senate Committee 
on page 256 of their hearings, he said : 

I should disclose that I represent a client who is interested in those bills and 
who asked me to give him a legal opinion on the question of ownership of finance 
companies by major automobile manufacturers. 

He did not in his testimony, as I read it, unless I missed it, disclose 
the identity of his chent at that time. Was that your company / 

Mr. Omacur. That was our company. We had asked him to look 
into the question of whether or not this was res adjudicata, and 
whether or not a civil suit would lie by some finance company that was 
agerieved. 

Mr. Mraver. But his testimony before the Senate Committee was 
not only, as he mentioned it, his own personal views, but he was also 
testifying on behalf of your—what is 1it—Associates Investment Co.! 

Mr. Omacut. No, he was not testifying on our behalf. We had 
asked him for his opinion as to the possibility of bringing a civil action, 
and he gave us an opinion on that matter. 

Mr. Crasrree. Mr. Chairman, may I ask one question ? 

The CyarrMan. Go ahead. 

Mr. Crasrree. Mr. Omacht, with respect to a private civil suit, the 
consent decree would not be res adjudicata as to any private suit which 
might be brought, is that correct ? 

Mr. Omacut. That isright. And that was his opinion. 

Mr. Craprree. Then you do have this avenue, in addition to the 
avenue of coming to Congress, open to you, is that correct ? 

Mr. Omacut. Yes, but it is not a very favorable route. 

The Ciamman. A private treble-damage suit is a very difficult suit. 

Mr. Omacnrt. As I understand it, the antitrust attorneys are gen- 
erally of the opinion that a suit for divestiture would lie in a civil 
action but there never has been a civil action where, even though the 
prayer was for divestiture, divestiture was granted, so you would 
be doing something that never was done before, so far as I know. 

Mr. Crasrree. Have you definitely ruled against the possibility of 
bringing a private suit? 

Mr. Omacut. I? 

Mr. Cranrree. You, sir, or your company ? 

Mr. OmMacut. Well, as a lawyer, I do not like to discourage law- 
suits, 

Mr. Cranrree. Just one other question, sir, with respect to the 1s- 
sue of res adjudicata. 

Is it your personal opinion that. the decree is res ad judicata with re- 
spect to acts which have occurred after the entry of the decree? 

Mr. Omacut. The distinction seems to be—and you understand 
I am not an antitrust lawyer. I have to rely upon the antitrust law- 
yers I consult. 
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But. the understanding I have, if the complaint. is of a continuation 
of the same acts, then the decree is res adjudicata, because the court 
had at the time the decree was entered the privilege of either entering 
adivestiture or of granting injunctive relief 

Now, 1f there were some new form of action, and I think you will 
find that Thurmond Arnold in his statement to the committee here— 
not here, in the Senate—said that if there were a general breaking 
breaking up of General Motors so that it was all a part of one big 
program, then he felt there might be divestiture granted of GMAC. 

Mr. CrasrreE. If I recall correctly, Judge Arnold said if the Gov- 
erment brought a section 2 Sherman Act case, then in that case the 
(tovernment could 

Mr. Omacnt. That would be to break up all or a great many of 
the subsidiaries, the whole program of GM. 

Mr. CRaBTREE. If the Government should be successful in a section 
2Sherman Act. case, it is my understanding that the Government could 
request divestiture of GMAC, as well as divestiture of the other op- 
erating divisions of General Motors. 

Mr. Omacut. Yes. It would have to be a part of a general pro- 
gram, the way I understand it. 

Now, maybe you know more about antitrust law than I do. I am 
not too familiar with it. 

Mr. CRaBTREE. But my question was directed more at whether or 
not. in your opinion, the consent. decree is res adjudicata as to acts 
which occurred after the entry of the decree ? 

Mr.Osacut. Yes. 

Well, let us take it this way. Some of the proof and allegations in 
the criminal suit were that General Motors demanded the dealers do 
business with GMAC. 

Now, if that act continues now, then you would have to go in under 
the injunctive provisions of the consent decree. Now. Iam giving you 
a lot of law, and I am not an expert in a field, but that is the way I 
understand it. 

Mr. Crasrree. You could go in to modify the consent decree. 
_Mr. Omacut. No, not to modify. To claim a violation of the in- 
Junction, yes. 

Mr. Meaper. By contempt proceedings. 

Mr. Omacut. Contempt proceedings, that is right. 

The CuarrMaNn. I think we have pursued this matter sufficiently, 
and I want to thank you, Mr. Jones, and your colleagues for your 
testimony and your patience. You have been patient and we have 
been patient, but we want to get on with some of the other witnesses. 

Mr. Meaper. Could you ask Mr. Jones to tell us what his acquisition 
cost is either on the basis of total operating expense or total income? 

The CaarrmMan. Will you furnish that ? 

Mr. Jones. I won’t be able to give you the cost of acquisitions be- 
cause, as Mr. Stradella said if all companies would break down their 
expenses on the same basis then we could compare acquisition costs. 
But I don’t know of any finance companies who separate expenses 
ina manner so they could identify a part of them as acquisition costs 
and the rest as other. expenses, but you have a pretty good idea of it— 
Stradella said 30 percent of his expenses, while Mr. Cassat said 30 
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percent of his total income. I would say Mr. Cassat’s estimate, in 
my judgment, is about right, for independents that of total gross 
income independents will spend about 30 percent of it getting your 
business. 

Mr. Meanper. Is that true of your company, do you believe ? 

Mr. Jones. I believe that is about it. 

Mr. Meaper. And you believe that is generally true with the in- 
dependent companies ! 

Mr. Jones. I think so; yes, sir. 

The Cuarman. Thank you, Mr. Jones. 

Mr. Jones. Thank you, Mr. Chairman. 

The CHairMan. The next witness is a distinguished former State 
senator from the State of Indiana, the Honorable Earl M. Utter- 
back, of Kokomo, Ind. 7 

We are glad to have you with us. 

(The statement referred to at p. 7 follows :) 
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INTRODUCTION TO STATEMENT BY PAUL JONES 
BEFORE HOUSE ANTITRUST SUBCOMMITTEE 


As far as I am concerned all other reasons for this legislation 
disappear into oblivion by comparison to what this bill will do 
for the American pw lic and our economy. 

The need for this legislation is based on these facts that we 
will explain: 

General Motors years ago created side incomes for its dealers 
from factory-owned sales finance and insurance subsidiaries that 
have practically no acquisition costs. These incomes round out 
five pockets of dealer income, all controlled by GM. Two of 
them are delayed and act as a pension would to hold the dealers 
for GM, 

These side incomes, being free of acquisition cost and re- 
quiring only simple administrative expense, were greater than 
dealers in non-GM cars could match from independent finance 
companies and insurance companies which had normal expenses. 

To increase its advantage, GM has created subsidies for its 
finance subsidiary. 

Cne subsidy alone packs into the cost of every product 
sold by GM, at least $1.00 for each $100 of sales price, or 
$40. on a 44,000 new car. 

Furthermore, there is not one new-car sale out of 10,000 
that GMAC finances for GM cars that escapes the finance pack, 


as defined by GMts own statement before the Federal Trade 
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Commission, 

We will show that GM has used the finance pack as a merchandising 
tool to create a monopoly in the automobile busiress,. 

Through the holding power of these five pockets of income 
and the subsidies, GM has created a monopoly among the auto- 
mobile dealers,of this country. 

The auto dealer pool is frozen -- There is no mobility between 
GM dealers and non-GM dealers, GM dealers would be foolish to 
switch to non-GM franchises and endanger these special incomes 
and particularly the delayed incomes. GM, like all potential 
monopolists, must be as adept at turning off their power as 
turning it on. Therefore GM does not dare to take dealers from 
other manufacturers to the full extent that it could. 

Now what happens for the public when GMAC Is {Independent? 

As important as it is that GMACts services «= resting solely 
on their own merits -- will be available to non-GM dealers, the 
real importance {is that the log-jam in dealers will be broken, 

The GM dealer can move to non-GM franchises and take his 
finance source with him. 

The dealer will not fear losing the lush profits out of the 
financing reserves that are held by G.AC on its books. Type GM 
dealer will not fear the loss of replacement of cars and parts 
and repairs for the cars the dealer has insured. The dealer 
will then be free to move, 


Non-GM dealers would be strengthened. Their numbers would Iine- 
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crease, and the non-GM factories would be strengthened by this 
because their life-blood is thelr dealer organizations. 

The benefits would not be revolutionary, but gradually all 
manufacturers would become strong. Competition would be on 
price, and administered prices would be eliminated, 

Prices then would start to go down, GM would price to make 
normal profits, 

We would be shipping cars out of this country instead of in. 

With our domestic market strengthened si mocret restored, jobs 
would be created in South Bend, Ind., in Racine, Wis., in Detroit, 
and in the 10's of thousands of other towrsin the land which are 
touched by the auto industry. 

Finally, and most importantly, 1f we are not working for a 
free marketplace we don't belong here. We are ready to stand 
or fall on our ability to do business in a free marketplace, 


V 
e think the automobile manufacturers should have to be equally 


comaitted to a free marketplace. 
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Good morning, Mr. Chairman dnd Members of the 
House Judiciary Committee. 

I am Paul Jones. I have the following titles 
which have little or nothing to do with the Bill 
before you. 

I am President of American Security Company of 
Marion, Indiana, a Sales Finance Company, now 
celebrating its 40th year. I have been associated 
with that company for almost 30 years. First, as 
its bookkeeper 39 years ago, its cashier, then its 
collector, solicitor and single office manager. 

I am President of the Glenview State Bank, a 
small bank about 25 miles from Chicago's loop. 

This bank also is celebrating its 40th year - my con- 
nection is limited to two years - chiefly to add a 
Sales Finance Department which it did not have before. 

I am also Chairman of the Executive Committee 
of the American Finance Conference, an association 
of 244 Sales Finance Companies, none of whose stock 
is owned by an automobile manufacturing company. 

House Bill 71, provides in brief that it shall 
be unlawful for a motor vehicle manufacturer to own 
a corporation engaged in Sales Financing insuring of 
motor vehicles, 

This provision, among other things, would cause 


GMAC to be owned by the stockholders of General Motors. 
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The effects of this bill, and the reasons for ny 
support of it -- the effects would be to dispossess 
General Motors of the tools that have enabled Gen- 
eral Motors to dominate the great American Auto- 
nobile industry and to create conditions incompati- 
ble with our American culture, economic beliefs, 

and specifically incompatible with a free market 
Place, 

What will happen when this bill passes? GiAC 
will be chiefly owned by people, the present stock- 
holders of General Motors Corporation. What will 
that do? 

Well, the May 20th, 1961, issue of the famous 
Kipling Washington Letter states: 

"GM and Ford can keep their financing firms. 


The Bill to make them sell will €ail. Congress 


oe GM and Ford charge less than independent 
ras, 


“Congregs", that is you, thinks -- and prior 
to the ®*vidence furnished by the people who are to 
testify, ®eccording to Kiplinger, or whoever furnished 
Kiplinger this choice item, "that GM and Ford", the 
Present Sorporate owners “will charge less than these 
(mne finance Companies will charge" when they are 
owned by the People, who, incidentally, are the 
Present Gli Stockholders. There seems to be something 


byster{ 
ously GAtabolical here about people-ownership. 


Thig 8 
Ounds hike a carry-over from the Senate Hear- 
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ings held two years ago héfoxe the Senate Antitrust 
Subcommittee where Senators Kefauver, O'Mahoney and 
lennings had introduced a similar bill to the one now 
considered before this committee. One witness, a 
high official of Ford Motor Company, held a similar 
view and he warned that if GMAC was divested there 
would be higher charges, 

He made some shocking statements, 

Make no mistake about it, there are high finance 


charges, taxed on time buyers. His oral state- 





ments are worth reviewing. They are gems but only 
if they are compared with his written statements 
filed quite a time after the oral testimony, If 
this committee pursues this information along with 
other facts, you will find the real gold at the 
end of the rainbow: The motive for the high charges, 
the reasons for the origination of high charges in 
the financing of cars and for its universal use and 
the reasons for its perpetuation, and last but not 
least, you will get facts that will enable you, Con- 
gress, to determine which of the two are the final 
wecipients of these high charges - 
which of the two; 
a) Automobile manufacturing corporations who 
own sales finance companies; or, 
b) People who own sales finance corporations, 


(The independents.) 
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Kiplinger said, "Congress thinks GN and Ford 
charge less than independent firms" or people-owned 
firas, What does that Ford official say? 

At Page 212 of the Hearings Report, First Ses- 
sion of the 86th Congress of the Subcommittee on 
Antitrust and Monopoly, you will find the following 
Statements, Air, Yntema, the Ford representative, 
predicted 1f GMAC is divorced: 


"First, the growth of GMAC at the expense of 
Other finance companies and then a rise in 
finance and insurance rates. Neither of these 
developments is pleasant to contemplate. In 
any event - this is the key sentence here - 
after the separation of GMAC from GM, the drive 
in GMAC to offer a streamlined finance and in- 
Surance service at low rates will probably 
decline and disappear. 


"The reason I say that is this: Ever since 

the first lender, there has been a difficulty 
in this relationship between the Jender and the 
Consumer, What we have found out is that there 
1s a great temptation for the lender to take 
advantage of the ignorance of the consumer, 

and the consumer is abysmally ignorant in this 
4rea, and that is why we have State regula- 
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tions of the small loan companies. You probably 


know Something about the history of that. 


"eo We tried to simplify interest charges and 
make them intelligible. That is why we have 
regulations in many States with respect to 
the Charges that can be made. 


vetiak GMAC could make more money than it is 

icp ne by charging a higher rate, and I 

veeus that in the long run there would be a 

a tha mptation to do that. That is the 

by aa Other independent finance companies, 
large, operate. 


"T ; 
Pie: at present GMAC is influenced by the 
Te Of General Motors to have this service 
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per formed ina streamlined fashion without 

all the frills. That is a very important factor 
and I think that it would be a difference. I 
am afraid-you would find GMAC beginning to be 
like other finance companies. 


"At present, in my judgment, GMAC's type of 
service, that is, the streamlined, nonfrill ser- 
vice, is possibly influenced by General hiotors, 
because that is one clear difference be- 

tween them and the other companies. I can't 
account for it in any other way. I would be 
afraid that if they were split off from Gen- 
eral Motors, they would then begin to behave 
like other finance companies, that they would 
try to make just as much money as they could 
from package insurance, and what not, 


",.-All I am saying is that human beings are 
human, and if you split off GMALC, some of the 
pressures from General ii ctors which are good 
pressures, which are good for the country, which 
are good for the consumer, good for the dealer, 
are going to disappear. 


"Mr. Dixon. And good for General Motors. 
"Mr. Yntema. All right. But in this particular 
case what is good fcr the country incidentally 


happens to be good for General hotors," 


It is apparent that lir. Yntema has more faith 


in the goodness of General Motors and their influence 


to keep low profits and take care of the people of 


the country than he has in the people who might own 


GMAC afterwards and how they would treat their neigh- 


bors and other people. Only Ford and GM would be in- 


terested in low profits. It is this gentleman's testi- 


mony which caused some Senators and some people to be- 


lieve that GMAC when separated and owned by people 


would charge higher rates than GNMAC owned by Gui, In 


his testimony previous to this statoment he had pre- 
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sented charts showing the annual profits of GMAC which run 
better than 20% after taxes and the charts of other leading 
large independent finance companies at substantially less pro- 
fits and some of the smaller ones with half the profit of 
GAC. Yet, he states that if GMAC was divested it would be- 
core like the indepen: dent finance companies and want to make 
the higher profits that the independent finance companies 
nade and actually made this story stick in spite of his own 
statistics which showed that independents made substantially | 
less than GNAC. 

Then, as shown in the statement above, he stated that 
the operations of the independents were like the “loan sharks," 
who take advantage of the people in the loans made for buying 
cars. Therefore, as soon as people owned GMAC, then GHMAC 
would revert to "loan shark" operations. That is certainly 
the implication. 

hat is the truth about finance charges? Because there 
is danger of a misunderstanding of the activitizs and functicn 
of the finance company and a mis-judgment of this situation, 
such as Mr. Yntema took advantage of in the statements just 
qcted, I think this pamphlet we have prepared showing what a 
sales finance company does would be most helpful. 

"A sales finance company performs three principal functions: 

l. It extends loans to retail dealers to inventory 


the products which they sell. Such loans are com- 
monly called "Wholesale Receivables." 
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2. It purchases from dealers, instalment(time-sales) 
contracts that have been entered into between such 
dealers and the time buyers of dealers’ prcducts. 
Contracts thus purchased are usually referred to as 
"Retail Receivables." 


3. It sometimes handles the insurance on the products 
sold by the dealer on a time-price basis. This may 
be done through an insurance subsidiary or anctner 
insurance company. 


II 


Loans made to dealers for the purpose of carrying inven- 
tories are usually made at the finance companies’ cost, 
or lower, since the finance companies expect tc make 
their profit from the "discount" they get off the face 
amounts of the time-sales contracts purchases -- their 
retail receivables. 


The dealer, not the finance company, fixes the "time- 
price", including the finance charge, which the time- 
buyer pays for the provilege of paying for the product 

in the future. Usually the finance charge is greater than 
the amount of the discount which the finance company gets. 
However, in a minority of cases, it may be the same. In 
very rare instances it may be less. 


III 


Sales finance companies do not make loans to consumers 
for the purpose of purchasing the dealer's products. No 
relationship exists between the sales finance company and 
the time buyer until after the instalment sales contract 
is purchased from the dealer by the sales finance company. 
The Financial-Vice President of a large motor car manu- 
facturer has described this customer-dealer-finance com- 
pany relationship in these words: 


"In a typical sales financing transaction a 
dealer negotiates with his customer an install- 
ment contract for the sale of an automobile. 

The contract includes a finance rate negotiated 
within a framework of such factors as compe~ 
tition, State regulation, and credit standing. A 
finance company then purchases this contract from 
the dealer at a discount rate." 
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IV 


Sales finance companies secure their business through the 
active and persistant solicitation of retail dealers for 
the sale of their contracts. OGutside solicitors of such 
finance companies call on dealers almost daily and are in 
frequent touch with them by ‘phcnes; consequently, each 
dealer has a number of sales finance ccmnanies tc which 
he may sell his contracts, at compctitiv2 prices. There- 
fore, competitive practices in the sales financing in- 
dustry are unlike those tnat exist among banks and cther 
lending instituticns for bcrrower custcmers, where such 
borrowers usually go into the cffices cf the lending in- 
stitutions to make their requests for loan acccmcdaticns. 
Ycu can see from this pamphlet that a sales finance com- 
pany never makes loans. They deal ccmpletely with scphisti- 
cated automubile dealers who handle dozens cf contracts a 
month, and the larger ones dczens of them every day. 
Previously, Mr. Yntema’s testimony definitely inferred 
that finance companies loan money at high charges fcr the pur- 
chase of automobiles and that only pecple-orwned finance ccm= 
panies did this. Neither cf these happen to be true. Mr. 
Yntema knows it. No sales finance ccmpany can take advantage 
of a businessman who handles the same transactions repetitively. 
It also is impcrtant to correct the general impressicn that 
the relationship between finance companies and dealers are sim- 
{lar with the relationship that exists when mcst businessman 
cbtain credit from a bank. The businessman g-es tc the bans, 
even though they have a splendid finance statement, and says, 
"won't you please, Mr. Banker, loan me scme m_nzy on this 
statement?" Finance company operation is in reverse. All cof 


them have solicitors who call on dealers ard cay, "Please, Mr. 


Dealer, will you sell us a contract.” 
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Now, let’s get at the truth about high finance charges. 
High finance charges do not exist because people own sales 
finance companies direct instead of owned by factories. Hich 
finance charges are not due to any difference that exists 
between the discount rate of a factory-owned finance company 
and those of a people-owned finance company. It is ac- 
counted for by the "pack" added by a dealer in his time con- 
tract entered into between the dealer and the time buyer. 
What is a pack? 

GMAC has defined a pack for us. 

In 1938 GMAC very simply defined a "pack" in its brief 
before the Federal Trade Commission. GMAC defined any a- 
mount above its discount as a "pack", as explained in these 
words: 


"By reference to this chart he (the dealer) is able to 
determine the amount of the finance charge or differen- 
tial he is to add to the basic price in making up the 
total time price of the contract he expects to sell. The 
chart amount and the differential contained in the total 
time price will correspond if the dealer conducts his in | 
stalment sales on the basis of adding only such differen- 
tial into the time price to the buyer as equals the a- 
mount which the chart indicates GMAC, in paying the 
dealer for the contract, will deduct from the deferred 
balance payable under the instalment contract (the buyer 
having made a down payment to the dealer or received a 
used car trade allowance). this cace, the net resu 
to the dealer he_same_as thcuch he had scld the car 
in_a cash sale, since the dovn payment received and the 
amount of GMAC's payment for the contract equal the cash 
delivered price of the car. 


"On the other hand, if when he expects to sell the con- 
tract the dealer ‘packs’ the finance charge or differen- 
tial used in the computation of his time price by making 
oe greater than the amount indicated in the chart, the 


net result, if the finance company buys the contract at 
the indicated discount under tho c nces js_that 
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the dealer will receive more than the cash price because 

he will have charged the buyer a greater time price diff- 
erential than the GMAC disco unt cost the dealer.” (Under- 
score ours). 


size of GMAC Reserve Payments 

How appreciable the excess of G4AC excessive charges or packs over 
losses has become was indicated by Charles G. Stradella, president of 
GiXC, at a Senate Hearing in 1956. * He reported that GiAC paid 
its dealers $5,901 in reserves per new car actually repossessed in 1952, 
and these amounts in other years: 1950, $4,662; 1951, $4,318; 1953, 
$3,499; 1954, $2,926; 1955, $2,521. Explaining these fiaures, Stradella 
said that “the average dealer would be able to take that much of a loss 
before he was in the red.” He observed furthers 

"Since the aberage amount initially advanced on new-car 

contracts is currently only $1,878, the figures in the table 

show that the dealer's participaticn in the finance charge 

has been considerably more than sufficient to absorb losses 

taxen on the resale of new-car repossessions during the 

past six years.” 

If these charges were not high charges by a General Motors owned 
finance company, what were they? He could have explained also that the 
repossessed cars are returned to the dealer's place of business at 
GUAC's expense for the de.ler to re-sell to reduce such loss@s. 

Based upon GMAC’s own definition of the pack, not one deal in 1,000 
probably not one in 10,000 deals, that GMAC has ever purchased or is now 
purchasing is without a pack that its time buyers must pay. 

Present-day GaAC and Ford Motor Credit rate charts filed herewith 
provide for the very “pack™ defined by G4AC. No matter hcw high a rate 


the dealer negotiates with the consumer -- in struggling to make a net profit 


*Automobile Marketing Practices, Hearinas, Subcommittee of the 
Comaittee on Interstate and Foreign Commerce, U.S, Senate (84th 
~ongress, 2nd Session, pt. 1, Government Printing Office, Washington, 
0-C.), P. 814, 
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on the total transaction -- the discount rate which the finance 
company charges the dealer remains constant. 

A GMAC representative flatly admitted to an NRA official 
that the reserve (which GMAC introduced in 1925) came into the 
competitive picture before the bonus (which independents used 
as a counter-weapon). * 

The true nature of the reserve is explained by Russell 
Hardy, former special assistant to the Attorney General of the 
United States, writing in the Indiana Law Journal (Spring 1955)s 

"GM and GMAC gave the dealer participation the 

euphemistic label of ‘repossession loss reserve’, 

on the pretense it served solely to compensate 

the dealers for losses on defaulted finance notes. 

In 1933 Alfred P. Sloan, Jr., then president of 


General liotors, candidly stated that any ‘appreciable 


excess' over actual repossession losses was ‘unfair' 


to other finance companies'." 


The National Bureau of Economic Research study of 1940 observed 
that "in 1936-1938, according to the samples collected by the 
Federal Trade Commission, the packs allowed by factory-preferred 
companies took, on the whole, a larger fraction of total charges 
than did those allowed by the other companies." 

Correct though it was, Mr. Sloan's statement that “any 
appreciable excess" in GMAC reserves over actual repossession 
losses was unfair to other finance companies did not say enough. 

"Any appreciable excess" works even greater hardship on 
competing manufacturers and their dealers, operating as they do in 
#Minutes of Meeting held in the Office of Division Administrator 


Leighton H. Peebles; in Room No. 3309, Department of Commerce 
Building, Washington, 0.C., 10:30 A.i., October 8th, 1934. 
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a business where two-thirds of retail sales are financed and 
virtually 100% of factory shipments to dealers are financed, 
usually for 100% of dealer cost. These non-GM manufacturers 

and dealers share the handicaps of the independent sales finance 
companies which serve them. 

Neither dealers or finance companies keep any part of the 
pack. Finance companies simply collect it, turn it over to the 
dealer and the dealer merely acts as a cash register. He keeps 
{t just long enough to turn it over to the manufacturer for 
payment of the new car he has sold for less than cost of sales. 

This 1s purely exploitation of the automobile dealer. He 
gets the blame and General Motors gets the profits. Here is a 
copy of a letter from a small Chrysler dealer in a town of 
40,000 to the secretary of the Automobile Dealers Association 
of Indiana. He wraps it up in a nut shell. 

Here is additional confirmation of the Chrysler dealer's 
views, from a sizable Pontiac dealer of Albany, New York, and 
former President of NADA. Mr. Yager tells the story about the 
‘stimulator dealer’, a dealer appointed by factories located 
Strategically around the country, who forces the sale of cars 
through packing of finance charges and other bad practices, ard 
such dealers force other dealers to imitate them. They have 
became such a merchandising factor that they have received a 
mame in the industry, "Stimulator”™. 

Here is the Time Magazine “article on Jim Moran” that was 
referred to by Mr. Yager on the same subject of side incomes and 


Stimulator dealers. 
=e 


(The article referred to appears at p. 228) 
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COPY 





May 19, 1961 


Auto Dealers Association of Indiana 
224 N, Meridian St., 
Indianapolis, Indiana 


Dear Mr. Shaefer: 
I do not share the views of Government control of Auto Dealers. 


I think we can and should clean up our own mess, we created it. 
But it will have to be done on a National basis, probably through 
Nation Legislation Action, 


Our troubles started about 1953 or 1954 when we started writing 
36 and 42 month contracts. At the same time we started to sell 
the car at Factory Invoice and expecting our profits from Finance 
reserves and Insurance kick backs. The volume dealers or about 
5% of dealer body seem to do well with this arrangement, but the 
95% just do not have this potential to work with. 


I would like to see all Reserves and Insurance kick backs out- 
lawed and start selling cars at a profit again... 


Every one would have an equal chance if this could happen, then 
give purchaser a Fair Finance Rate. 


I think every one would be much happier and do a much better 
job selling cars. 


Youre truly, 


S/ Dalton Howard 
Howard Auto Sales & Service 


me re ee em ee ra ar Se A SSS Sp lv ren i SS lg - a ee 
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STIMULATIR-DEALER CCNCEPT IS HIT - Automotive News, April 17, 1961 


ALBANY, N.Y. - The Albany Auto Dealers, Inc., endorsed last week 
an open letter addressed by Mi.H. Yager (Pontiac), former president 
of the association, a member of NADA's Industry Relations Conm- 
aittee and task-force leader, to Henry Ford II, president of Ford, 
criticizing the stimulator-dealer concept. 

Here are excerpts from the letter; 


"ay first reaction was that Time in their issue of March 24th had 
done a considerable disservice to the automobile dealers of America 
in their feature story on your dealer, ir. Jim Moran, of Chicago, 
. aptly titled ‘Heyday of the Haggle’ and sub-titled "The Arabian 
azaar.' 


"Ne. Moran apparpntly is quite a ‘wheel’ in the ‘stimulator-dealer 
fraternity,’ but he is not alone. All automobile menufacturers 

have appointed them, large and small, in all parts of the country. 
Though a small minority, their tactics, merchandising practices 

and ‘ethics’ have become the norm of the automotive distribution 
pattern, with the resultant dissipation of dealer profits almost to 
the vanishing point. Other dealers have had to emulate them to 

a greater or lesser degree, whether they wanted to or not... 


"Ee reportedly did $41 million in sales last year and his admitted 
$117,000 profit works out to 285/1000 of one percent. 


"NADA statistics show that. the dealers of the nation only averaged 
13 percent net last year. 


“According to published reports, Ford iiotor Co, in 1960 made a net 
pretax profit on sales of 15 percent. If Ford's profit figures 
vere applied to Mr. Moran's sales, he would have made $6,150,000 
set instead of $117,000. 


"To put it still another way, these figures show that Ford Motor 
Co. made as much net on Mr, Moran's operation every working day 
es be did each month in 1960, or in just 12 working days Ford made 
as Buch net on this one dealership as the dealer did in a year. 


"Something seems badly out of focus there. Historically the manu- 
facturer or wholesaler takes the shorter end of profit on their 
larger volume, and the retailer a longer end on his lesser volume. 


Ve hear a good deal about the ‘Battle of iain Street' between Ford 
and Chevrolet, When Ford comes up with a 15 percent net on sales 
and Chevrolet does even better--not much of their blood is spilled 
fa that ‘battle,’ but there are some pretty gory Ford and Chevrolet 
fealers around the country. And, believe me, the rest of us sure 
cet splattered, mduled and flayed in the melee. The ‘battle’ is 
ladeed on ‘hain Street,' not in Detroit. 
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"Mr. Moran is quoted as saying: ‘If you're in the automobile 
business today and your only profit is in selling new careé, you 
aren't going to make money. You have to be in insurance, financ- 
ing, the whole ball of wax,' 


"If that is true, isn't it a serious indictment of those in 
control of the biggest merchandising business in the world 

that it has come to such a low ebb that it can't stand on its e 
own feet? If we can't, who can?" 
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Now we are beginning to see how the side incomes, 
the major part of which is the packs, is part and parcel 
of the merchandising program of General Motors. Mr. 
Frederick M. Sutter, a former president of NADA, in a 
speech given to the American Finance Conference in 1959 


Stated: 
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(Excerpts taken from Frederick M, Sutter's speech before the 
AFC convention, November 4. 8, and 6 1957. 


a acta. Cea iene CEE ER ee a N Dna 


"One of our major problems is bootlegging. Another is cross- 
selling, which, as you probably know, is the trade term for a 
dealer retailing cars in another dealer's factory-allotted terri- 
tory. Still another problem comes from the trade practices in- 
dulged by a minority. These practices bring disrepute to the 
entire industry. You know most of them -- false and misleading 
advertising, “bushing”, ng fin r > raising insur- 
ance costs, changing quoted figures, and even having the custoaer 


gign a contract in blank, 


"These practices are indefensible. They are not in the public 
interest, 


"Finding the solutions will require the full cooperation of 
dealers, manufacturers and finance people as well. I am happy 
to be able to tell you that top management in Detroit, though not 
yet agreeing on all details, does view the problems and the need 
for correction very much as we do. That is really not surprising 
for their interest and ours are similar. 


"What is surprising, in view of this apparent agreement, is the 
type of some of the new dealers who are being appointed by the 
manufacturers. You are aware, I am sure, that any new dealer 
must be approved by the factory and if a dealer wishes to sell 
out he must first get factory approval of the purchaser. As you 
can expect, in some instances, no purchasers can be found. 


"But, now and then, some veteran dealer decides to retire from 

a market that is attractive and desirable and he will have several 
prospective buyers. You would assume that the man with a good 
background and reputution would be first choice. But it often 
doesn't work out that way. 


"More likely, a ‘fast operator’ is appointed -- evidently on the 
theory that he will get more volume. The new dealer may get 
this added volume, but he will do so with terrific loss of public 
confidence and good will. As you gentlemen know all too well, 
he does so with serious effect on substantial dealers in the 
area and on yourselves, 


"Sometimes, there is a humorous twist in these dealers; recently, 
in an eastern metropolitan market, a very successful dealer 
representing one of the volume lines decided to sell. He found aa 
excellent buyer but his zone office said "Noi" Zone officials 
had other ideas. They brought around a smart stimulator dealer 
and said, "here's your buyer." That settled that. 


"But, in this case, not quite. Before the sale could be completed 
the finance company discovered the proposed purchaser had nearly 
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ederick hi, Sutter's excerpt 


$150,000 out of trust and closed him up. It provoked a few 
chuckles among the substantial dealers, but, actually it was not 
so funny -- there is nothing humorous about a finance company 
losing more than $100,000. 


"Unfortunately, this story does not have a happy ending. The 
zone did not relent and give its approval to the desirable ap- 
plicant. Instead it located another fast operator who had money 
and turned the deal over to hin, 


"The new dealer is now selling cars through misleading advertis- 
ing and shady sales methods and is destroying the fine reputa- 
tion formerly enjoyed by that dealership. 


“juet so long as our manufacturers continue to appoint dealers 
of this sort, just so long will it be impossible to rebuild our 


industry as we must. We hope this will soon be a thing of the 
past.” 


en eee eee 


(Underscoring ours.) 
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The manufacturers, not sales finance companies, have set 
the pattern for time charges. In the early years from 1915 up 
until 1938 all three motor car manufacturers either owned a 
finance company or were affiliated with them by contractual 
agreements. 

Mr. Haberman, Vice President of CIT Corporation, explained 
the early relationship of an affiliated company when he 
stated before the NRA Meeting * the followings 


“,ee Mr. Habermans It might be an advantage to trace 
the history of the business. The Automobile Finance 
business began about 1915. I think our Company was 
probably the first in line. General Motors came along 
about 1919. We adopted a policy of distinct service 
to the manufacturer. Our operations are all by virtue 
of technical arrangement. Our relations are purely 
contractual. Our stock is publicly held. The dealer 
gave his full endorsement. At the time he received 
only 90% of the amount, and the other 10% was held. 


",.. Mre Haberman: We have contractual arrangements 
which we are very proud of - built up over a long 

period of years - with Studebaker, Nash, Pierce-Arrow, 
Hup, etc. We have practically all - General Motors 

and Chrysler excepted. We have Ford. I showed Mr. 
Ratcliffe and Whiteside the paragraphs of our contracts 
that always go to the manufacturers, and they are 

limited to the simple statement that the motor 
manufacturers will recommend our services to the dealers." 


The three large automobile manufacturing companies dominating 
the automobile market and the three factory-owned and factory 
affiliated companies dominating the plans of the finance business, 
set the pattern for the sales finance business and they have 
continued to do so to this date. If there were any desire on 
the part of Gi or any other sizable manufacturer to eliminate 
*Minutes of Meeting held in the Office of Division Administrator 
Leighton H. Peebles, in Room No. 3309, Department of Commerce 


Building, Washington, D.C., on Monday, October 8th, 1934, at 
10:30 o'clock A.iM. 
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the pack, it could be easily done. The American Finance 
Conference has on two occasions, to which I have been a party, . 
attempted to do this, once in conjunction with Gd, and have 


“been turned down. 


MONOPOLY FACTORS THAT RETARD ECCNOMIC GROWTH 


AND THE MCRAL DETERIORATION OF ACCEPTING THEM 


The essence of the traditional merchandising pattern consists 
of loading dealers with excess inventcry. Then to unload the 
excessive inventory, dealers must sell new cars belsw dealer's 
Cost of sa les. 

The loss of such sales is regained ky the dealer fr-a the 
Side incom es Originated years ago by G4 and furnishes cy 
‘ough it's finance and insurance subsidiaries. These sutsiciaries 
obtained their business volume as the result cf Gi's parertal 


in st : eto 
fluence and coercion, thus eliminating nerzmal acquisiticn 


co : See tod 
Sts. Both finance and insurance subsidiaries or.ly bear tre 


69 ae : : 
‘ts of administering the business. 
Evidence of serious imbalance in the auto desier'’s crzifit 


pict ; ces 
“re is set forth in this excerpt from the trade publication, 
Mots, ur 


NS Analysis, (Spril, 1969 issue): 


® 

‘any dealers entered April carrying 2 to 3 mcrths’ 
ay of NC's (new cars). Each car, in storase 
*Pense alone, will carry an atnsrmal bursen of 


+00 Upe 


® 

ay dollars is more than dealers made in 

ae andising profit per unit in the relatively 

deater @2t 1959. NADA'S authoritative SITVGyY Shivas 

Volume’ last year averaged 1.4% pre-tax profit son 
©, or $74 per unit. 
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“But national finance firms estimate that of the $74 
per unit profit, an average of $50 or better came 

in finance reserves, so that merchandising profit 
was less than $25 per unit. 


YObviously, $25 won't cover $40 up in extraordinary 
storage expenses." 


The warning implicit in the above article proved correct. 
Dealers’ profits for the year 1960 slipped to 0.5% of volume, 
before taxes -- equal to only $22 per car including finance 
profits (which finance men estimate to equal more than $50 per 
car). 

These figures show clearly that the average dealer's 
merchandising income is not adequate. The figures also show 
Clearly a disproportion, with only one-third of profits coming 
from the merchandise and two-thirds from finance reserves in 
1959, and an actual loss on car sales for 1960 without the 
offsetting finance income. 

The 1959 and 1960 showings are typical. 

Loaded with new cars, dealers that survive must sell their 
new cars at any price. Such is the merchandising pattern -- new 
cars are consistently sold at below dealer's cost of sales, 
forcing the mass of dealers to rely on side incomes, the finance 
profits (reserve and packs) and insurance commissions to offset 
the loss sustained on new car sales. | 

Significantly, it was GM that years ago introduced this 
far-sighted merchandising program that envisioned the use of 
side incomes. 

GM created a sales finance subsidiary in 1919. By coercing 


GM dealers in those early days (proofs GM was indicted and 
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convicted in the U.S. District Court because of these activities 
and the Supreme Court upheld the conviction), GM became 

entrenched with its dealers and eliminated the substantial 
acquisition costs entailed in independent sales financing. 

GM easily loaded dealers with inventory through GMAC. Years 
ago every dealer was required to give a “power of attorney” 
to a GM employee to sign notes and security documents which 
enabled GM to ship cars at will, according to evidence before 
the Federal courts. 

Six years after the birth of GMAC, in 1925, GM announced 
its confidential policy of control of dealer financing for 
GUAC and the origination of dealer participation in the finance 
charge (dealer reserve). 

By the concurrent creation of General Exchange Insurance 
Corporation, it laid the base for furnishing insurance 
commissions to GM dealers and gaining monopoly control of 
Teplacement of parts and cars under insurance losses. 

The premium volume for the insurance company was acquired 
and increased by the same coercing tactics, integrated with the 
time sales financing of cars by G4AC, and GM could again augment 
these side incomes because of the elimination of acquisition costs. 

Because of the no-acquisition costs nature of the business 
of these subsidiaries, other manufacturers could not match the 
Side incomes through independent financial and insurance 


institutions. 
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In the contest to load dealers with new-car inventories 
and force their sale at below dealers’ cost of sales, GM 
was unmatched by its competitors. Over the years GM has 
used the control of these side incomes to attract strong 
dealers from other manufacturers and then hold all captive 
in their own sales organization. 

These two subsidiaries furnished the side incomes that 
rounded out the five pockets of unmatchable income to GM 
dealers - all from GM and subsidiaries. 

The five incomes consist of (1) markup on car and parts, 
(2) insurance commissions, (3) normal finance reserve, (4) 
overcharge or "pack" on the finance charge, (5) insurance 
repair and replacement. (The last three are delayed income 
which hold dealers for GM because of fear of loss of them 
after any switch of franchise.) 

In 1960 GM made 16% on sales before taxese Dealers' 
income before taxes was 1/2%. But this 1/2% included not only 
the 24% markup on cars and 35% on parts, but other side incomes. 
It is clear that the dealer must rely on the side incomes in 
order to recover the cost of the new care It is also clear that 
the greater the side incomes, the more the new car can and will 
be sold below the dealer's cost of sales. 

Thus GM removes for itself the "uncertainty of uncertainties” 
that must prevail in the free market place. This explains how Gi 
with certainty could raise the price of the 1957 model Chevrolet 


6.1% right after Ford had announced only a 2.9% raise based on 
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Ford's increased costs. But Ford waited only a week and raised 
its prices to within $1 of Chevrolet's, on practically every 
model. Competitive manufacturers are helpless. They, like 
Ford, can only be thankful for a GM price raise that permits 
their continued marginal survival. 

In a free market place, "competitive uncertainties” always 
prevail for all participants. "Competitive uncertainties” are 
essential for the spontaneity and flexibility that enable the 
market to produce great output with efficiency. 

However, any immunity furnished by any scheme of market 
control for any participant removes the "uncertainties" and 
destroys the benefits of a free market place, and ultimately 
forces other participants not so privileged to become marginal 
operators, or even casualties. This is a true picture of the 
condition of the present auto industry. 

"Competitive uncertainties” in the auto market have been 
renoved for GM through GM's dominance of the automobile industry's 
merchandising pattern, set by Gi over the years. 

This is the essence of GM's "dominance" in the automobile 
industry. It has a monopoly over the country's dealer outlets. 
It has built it and sustained it through the use of its finance 
and insurance subsidiaries. The public has footed the bill in 
Paying the $290 million subsidy that makes all of this possible. 

General ldotors packs into its product prices an annual 
subsidy as high as $200 million for the benefits of its finance 


subsidiary, GMAC. Since General Motors sets motor car prices 
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for the industry it can easily obscure the cost of this subsidy 
in the price of its products. This cost, paid by consumers, 
amounts to up to $2 for $100 for every product sold by GM = cars, 
ranges, diesel engines, ball bearings, etc. 

The workings of these and other subsidies, along with 
other documentation of facts, are detailed in "A ‘White Paper’ 
on Automobile Financing," published by the American Finance 
Conference and filed herewith. 

GM's power over dealers by controlling finance and insurance 
is why Ford is imitating GM in securing its insurance and 
finance subsidiary. 

Ford Motor summed up the situation aptly before the U.S. 
Courts when it described Gii's advantages. After several 
unsuccessful earlier attempts to modify its consent decree, 
which prohibited a finance subsidiary for Ford, Ford in another 
attempt in 1946 stated before the U.S. District Courts 

“Respondent feels that it could offer through a 

finance company which it owned and controlled a 

plan of financing better adapted to the sale of 

the products, and it feels that its inability to 

do this in the past, has resulted in the loss of 

sales evidenced by the decrease in the percentage 

of cars sold by this respondent to all cars sold by 

all manufacturers. Respondent is, therefore, 

confronted with the necessity of taking some steps 

to overcome this competitive disadvantage." 

Ford's loss of sales referred to above could have been - and 
were - gained only byt the then exclusive owner of a finance and 
insurance subsidiary, General Motors. All other manufacturers 


similarly lost sales to General Motors, for the same reason. 


Ford, then, was saying in effect to the Federal Courts 


oe 
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(1) An automobile manufacturer with a finance and insurance 
subsidiary has an unnatural advantage over a manufacturer 
without a finance and insurance subsidiary. 

General Motors should be compelled to divest itself from 
its exclusively entrenched finance and insurance subsidiaries. 

GMAC and GEIC would then extend their facilities and 
series to all dealers and all manufacturers. Even more 
importantly, GM dealers could change to non-GM franchises and 
continue to obtain the services of GMAC, or any others they 
freely choose, without risking the loss of delayed incomes 
in custody of GM. 

Other manufacturers would thereby be strengthened. The 
competitive uncertainties of a free narket place would be 
restored as these services, along with those of other independents, 
would be spread with equality for the benefit of the shots 
automotive industry. 

GM and GMAC obtained a consent decree in settlement of a 
civil divestiture suit in 1952, during the transition of one 
administration to another. The decree, which stopped short of 
divorcement, amounted to a charter for GM to march to new heights 
of dominance over the auto market. 

The Department of Justice in the intervening years has taken 
the position that the consent decree makes the issue of GAAC 
divestiture “res adjudicata," not subject to re-opening. This 
situation results in exempting GM, but not necessarily other 
Manufacturers, from the effects and spirit of the antitrust laws. 


Legislation of the kind proposed in H.R. 71 is therefore needed. 
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This bill, introduced by Rep. Emanuel Celler, chaimman of 
the House Judiciary Committee, would accomplish the goal of 
bringing great competitive equality and freedom of the market 


place to the automobile industry. 
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(The documents referred to at p. 57 follow:) 


INSTALLMENT SALES FINANCE. 
Dubuque, Lowa, September 6, 1957. 
Mr. HEBRERT BROWNELL, Jr. 
Attorney General of the United States, 
Department of Justice, Washington, D.C. 


Deak Mr. BROWNELL: For some time it has been the desire of some of the in- 
dependent finance executives to confer with you relative to the tremendous 
growth of GMAC since the entry of the consent decree in 1952. This situation 
is becoming more critical as the period of tight money progresses, and this 
monopolistic giant continues to make its own rules for securing his funds and 
handling his dealer sources of business. 

lam sure that you are aware that some of the attornervs dealing with this 
probiem have been having confereaces with Judge Hansen and others of the 
Antitrust Division regarding the legal aspects of the situation. 

It is highly desirable from every standpuint to ask you to name a time 
When a small group of the responsible independent finance company executives 
ran Visit with you about this problem. Some of it was aired in a committee 
hearing a year and a half ago under Senator O'Mahoney. but the men who 
Want to Visit with you are sure that much more can be done through proper 
application of the legal processes available than through a political tomahawk 
party, with all of its attendant headlines and distasteful connotations. We 
sincerely feel that this is a matter for application of the existing statutes to a 
situation that is clearly in point, and we want to visit with you about it befure 
the situation erupts in some other direction. 

I remember visiting with you briefly about this on one or two occasions. but 
it has never seemed so essential to have a conference as now. Would vou please 
advise if it is possible for you to confere with four or five of our officers and 
fommittee members of the American Finance Conference in regard to this 
matter’ 

With my very best personal regards, I am, 

Yours very truly, 
Davip B. CassaTt, President. 


INSTALLMENT SALES FINANCE, 
Dubuque, Lowa, December 29, 1957. 
Jnjge Victor R. HANSEN. 
Mauistant Atterney General, 
Antitrust Division, Department of Justice, Washington, D.C. 

Dean Mr. Hansen: We had a very pleasant conference with you on October 
“ reiative to the GMAC-GM consent decree and the possibility of reopening this 
to prevent a complete monopoly in the automobile finance business. 

Shortiy after that the Attorney General resigned to return to private practice, 
and we presume there was considerable dislocation of matters that were in 
Proress. Nevertheless, we would like to pursue this matter further and would 
tke to hear from you as to what study is being made, and in what ways we 
fan be of assistance. 


Yours very truly, 
Davip B. CassatT, President. 


JANUARY 8, 1958. 
Mr Davin B. Cassar, 
Peendo nt, Interstate Finance Corp., 
lwhuyne, fowwa, 

Iran Ma. Cassat: This is in reply to your letter of December 20, 1957, with 
eference to our conference of October 9, 1957, relating to the consent decree in- 
Vuving the General Motors Acceptance Corp. 

We have given a considerable amount of attention in the Antitrust Division 
'o the question of reopening this decree to provide more adequate relief to in- 
dependent automebile finance companies. We have also given a great deal of 
‘tiderntion ta a new proceeding in the automobile finance business. We have 
wnclided, however, on the basis of all of the information which we presently 
have. that neither of these alternatives appears to be practicable at the present 
"me While this situation may change pending additional developments in 
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the automobile finance business, this is the best answer I can give you at the 
moment. 

With respect to your inquiry as to the ways you may be of assistance to us 
in addition to the considerable amount of help you have already given us, ! 
suggest that you forward any information any of your members may have con 
cerning coercion by General Motors of any of its dealers to take General Motors 
financing. In order to be useful in an antitrust enforcement proceeding, it would 
ree necessary that any of these instances be supported by testimony of the dealer 

volved. 

I would like to assure you of the continuing interest of the Antitrust Division 
in the competitive situation in the automobile finance industry. We shall cor 
tinue to do everything we can to preserve competition in this industry within 
the limits of existing antitrust legislation. 

Sincerely yours, 
Victor R. HANSEN, 
Assistant Attorney General, Antitrust Division. 


a’? 
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IN THE U.S. DISTRICT COURT FOR THE NORTHERN DISTRICT OF 
ILLINOIS, EASTERN DIVISION 


Civil No. 2177 


Unrrep StaTEsS OF AMERICA, PLAINTIFF, v. GENERAL Motors CORPORATION, 
GzngRaAL Motors ACCEPTANCE CORPORATION, AND GENERAL Motors SALES 
CoRPORATION, DEFENDANTS 

FINAL JUDGMENT 


The plaintiff, United States of America, having filed its amended complaint 
herein on June 21, 1941, and the same having been amended pursuant to stipula- 
tion filed and order entered April 15, 1942; the defendant, General Motors Sales 
Corp, having been dismissed pursuant to stipulation on June 17, 1952; the 
defendants, General Motors Corp. and General Motors Acceptance Corp., having 
appeared and filed their consolidated answer to the amended complaint as 
amended and asserted the truth of their answer and their innocence of any viola- 
tion of law; the plaintiff and defendant desiring to avoid the expenses of a trial 
of the issues and the loss of time occasioned thereby; no testimony having been 
taken, each of the defendants having, by their respective attorneys, consented 
to this judgment without any findings of fact upon the condition that neither 
such consent nor this judgment shall be an admission. or adjudication that the 
defendants have violated any statute; and the United States of America by its 
counsel having consented to the entry of this judgment and to each and every 
provision thereof, it is hereby ordered, adjudged, and decreed: 


I 


This Court has jurisdiction of the subject matter herein and all parties hereto 
and the complaint herein states a cause of action against the defendants General 
Motors Corporation and General Motors Acceptance Corporation, under the Act 
of Congress of July 2, 1890, c. 647, 26 Stat. 209, entitled ‘‘An Act to Protect Trade 
and Commerce Against Unlawful Restraints and Monopolies’, and acts amenda- 
tory thereof and supplemental thereto. 


II 


General Motors Corporation and General Motors Acceptance Corporation and 
their respective officers, directors, agents, employees, successors, subsidiaries, 
axigns and divisions be and they are hereby enjoined from doing the acts hereby 
prohibited and ordered to do the acts hereby directed. 


III 


The following terms as used herein shall have the following meanings: 

(a) “Person” shall mean a person, firm, corporation or association. 

(b) “Dealer’’ shall mean a person who holds a-franchise from, or approved by 
General Motors Corporation, that provides for the purchase at wholesale of new 
passenger automobiles made by General Motors Corporation, and who resells 
the automobiles at retail. 

(c) “Wholesale financing’’ shall mean the advancing by a finance company, as 
hereinafter defined, of money or credit to or for the account of a dealer to cover, 
i whole or in part, the cost of new passenger automobiles ordered by the dealer 
at wholesale. 

_(d) “Retail cnanene: ’ shall mean the purchase or other acquisition of retail 
time sales paper from dealers by finance companies, as hereinafter defined. 

(e) ‘Finance charge’’ shall mean the difference between the retail cash delivered 
price of a passenger automobile and the price of that automobile when sold on an 
mstallment payment plan, including or not including (as the plan may provide) 
insurance for the retail purchaser. | 

(f) “Finance company” shall mean a person engaged in wholesale financing or 

, fetal financing or both. 

(g) ‘Retail time sales paper’’ shall mean any conditional sale contract, chattel 

mortgage, lease, note or other instrument given to evidence or secure the obliga- 
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tion to pay the whole or any part of the price of passenger automobiles sold by 8 
dealer at retail. 

(h) ‘‘A finance company” or ‘“‘any finance company”’ shall include defendant 
finance company. 

(i) “Institutional advertising’’ shall mean advertising by the manufacturer as 
distinguished from advertising by any subsidiary or division. 


IV 


(a) General Motors Corporation shall permit any finance company or other 
person to pay for any automobile shipped or otherwise delivered by General 
Motors Corporation to any dealer upon written specific or continuing authonty 
of the dealer to the extent and under the circumstances hereinafter set forth: 

(b) If General Motors Corporation assigns to General Motors Acceptance 
Corporation or to any other finance company any document of title or lien in 
respect of such automobiles it shall not refuse upon written request of any finane 
company to make available or assign to it similar documents of title or lien in 
respect of automobiles similarly shipped or delivered to the dealer and paid for 
by the finance company upon substantially similar terms and conditions; pro 
vided, however, that the procedure in effect since January 1948, as amended, 
providing for payment of wholesale shipments by finance companies engaged 
the wholesale financing of such automobiles, a copy of which is attached hereto, 
or any other procedure approved by the Court after sixty (60) days notice to th 
Attorney General and an opportunity to be heard, designed to produce a sub- 
stantially similar result shall be deemed to constitute compliance witb this 
paragraph; 

(c) To the extent, if any, that General Motors Corporation furnishes General 
Motors Acceptance Corporation or any other finance company space for maibD- 
taining an office in any manufacturing or assembly plant of General Motors 
Corporation, it shall not refuse upon substantially equivalent terms and conditions 
and upon written request of any other finance company that extends wholesale 
financing facilities pursuant to the procedure referred to in paragraph IV(b), 
supra, to dealers operating under franchises of General Motors Corporation, t¢ 
furnish it space for maintaining an office in such plant; 

(d) If General Motors Corporation adopts a practice, procedure, or plan of 
furnishing to General Motors Acceptance Corporation or any other finance 
company the identity of, or other information concerning, new or prospective 
dealers, it shall not knowingly refuse to furnish that information upon specific of 
continuing request to any other finance company whose territory includes the 
location of such dealers’ or prospective dealers’ place of business, provided that 
such continuing request shall be renewed in writing at the beginning of eac 
calendar year and shall be lodged in the office of the zone manager having jurisdit 
tion over the new or prospective dealer; and provided that General Motors shal! 
not adopt any procedure, practice, or plan of furnishing to General Motor 
Acceptance Corporation or any other finance company any information concerning 
dealers for the purpose of enabling General Motors Acceptance Corporation & 
other finance company to obtain the dealer’s finance business; 

(e) General Motors Corporation shall not, for the purpose of influencing § 
dealer to patronize General Motors Acceptance Corporation or any other finance 
company, adopt any practice, procedure, or plan for giving or making availabe 
or denying or threatening to deny any dealer any service or facility or for dit 
criminating among its dealers in any other manner; 

(f) General Motors Corporation shall not enter into any contract or agreement 

with any dealer which provides that the dealer shall patronize only Geners! 
I ai Acceptance Corporation or any other finance company selected by Genera! 
Motors Corporation, or which requires the dealer to observe any General Motor 
poe eee Corporation plan or rate of financing the purchase and sale of auto 
mobiles; 
’ (g) General Motors Corporation shall not cancel or terminate any contract. 
franchise, or agreement with any dealer or threaten to do so because of failure ol 
such dealer to patronize General Motors Acceptance Corporation or any other 
finance company ; 

(h) The manufacturer shall not, except in each instance upon written request 
of the dealer or prospective dealer, arrange or agree with General Motors Ac 
ceptance Corporation that an agent of the manufacturer and an agent of the 
finance company shall together be present with any dealer or prospective dealer 
for the purpose of influencing the dealer or prospective dealer to patronis 
General Motors Acceptance Corporation provided, however, that it shall no! 
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be a violation of this decree for the manufacturer to assist anv dealer or pros- 
pective dealer, because of said dealers or prospective dealers financ:a: sSit- 
uation or requirements, by joint conference with him and a repres=rtative of a 
particular finance company, to obtain special facilities or services ‘cther than 
transactions involving the wholesale or retail financing of autcomobles m tne 
regular course of business} from the particular finance company ard. in pant 
consideration of such special facilities or services, for sucn deger or pr>speciive 
dealer to arrange to do business with such finance company on an exclusive basis 
for a reasonable period of time as may be agreed between them: 

(i) General Motors Corporation shall not, for the purpose of influencing a 
dealer to patronize General Motors Acceptance Corporation or anv oiner finance 
company or group of finance companies, use any information obtained from any 
dealer, his agent, representative, servant or emplovee, either direcuy by exani- 
nation or inspection of his books or records or through financial. operating. or 
other statement or report or otherwise, nor shall it require for such purpose the 
disclosure of any such information. Nothing in this decree contained shal apply 
to the disclosure of any information at the dealer’s request and for the purpose 
of assisting the dealer to obtain wholesale or retail financing or specisi faciities 
or services from General Motors Acceptance Corporauon or any other finance 
company. 

V 


The manufacturer shall not recommend, endorse or advertise the General Motor 
Acceptance Corporation or any other finance company or companies to ary deaie® 
or to the public: provided, however, that nothing in this decree eor.tained shal 
prevent the manufacturer in good faith: 

‘a! From adopting from time to time a plan or plans of financing retail sales 
of new automobiles made by General Motors Corporation or from time to ume 
Withdrawing or modifving the same. 

(b) From recommending to its dealers the use of such plans. 

(¢} From advertising to the public and recommending the use of eich plans. 

(qd) From including mention of any wholly owned finance company in its insti- 
tutional advertising. 

‘¢) From advertising General Motors Acceptance Corporation or anv other 
finance company in connection with sales made by factory owned retail stores. 


VI 


General Motors Acceptance Corporation: 

(a) Shall not represent in any manner to any dealer that General Motore Cor- 
Perstion requires him to patronize General Motors Acceptance Corporation. 

ib} Shall not represent to any dealer that his failure to use General Motors 
Arceptance Corporation will result in the cancellation or termination by General 
Motors Corporation of his contract, franchise, or agreement. 

(¢} Shall not represent to any dealer tnat his failure to use General Motors 
Acceptance Corporation will result in the loss of any advantage. service of farci:ty 


furnished by General Motors Corporation or that General Motors Accep-ance 
Corporation can obtain from General Motors Corporation any facility, service 
OF priviege which is not available to any other finance company. : 

d Shall not enter into anv contract, agreement or understanding with anv 
desier in connection with wholesale financing which requires tne desler to deal 
with General Motors Acceptance Corporation in respect of retail financing of 
btomohiles, 

fe) Snail not, except in each instance upon wnitten request of the dealer or 
Prospective dealer, arrange or agree with the manufacturer that an agent of the 
Manufacturer and an agent of General Motors Acceptance Corporation anall 
together be present with any dealer or prospective dealer for 7c Pare of 
iutwencing the dealer or prospective dealer to patronize General Mowrs Accept 
Ance \ orporation, provided, however, that it shall not be a violation of tus decree 
for General Motors Acceptance Corporation by joint conference with the Anaer 
oF prospective dealer and a representative of the manufacturer to agree ti firey 
% such dealer or prospective dealer, because of his financial situs iON OF Pes .pee 
tents, special facilities or services (other than transactions INVOAVIN the wire 
of retail financing of automobiles in the regular course of bi-ine-ay and iM part 
consideration of such special facilities or servicea to arrange for tie deajer ‘a 
prospective dealer to do business with General Motors Acceptance Carration 


— exclusive basis for such reasonable period of time as May Oe agreerk «+ wees, 
m. - 
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VII 


Nothing in this judgment shall be construed as an adjudication of the legality 
of or affect any right or privilege which General Motors Acceptance Corporation 
may have to enter into, any contract with any dealer to whom General Motors 
Acceptance Corporation has made a loan (other than transactions involving the 
wholesale or retail financing of automobiles in the regular course of business) which 
provides that the dealer will do business with General Motors Acceptance Corpora- 
tion on an exclusive basis. — 


The defendants shall not in combination or conspiracy do any acts which this 
judgment forbids or omit any act which this judgment requires. 


IX 


Except as otherwise expressly provided in this decree, nothing in this decree 
enalt deprive the manufacturer of any right or rights it may have under existing 
aw. 

X 


General Motors Corporation shall mail a copy hereof to its dealers, regional, 
zone, city and district managers and field representatives in the continental 
United States and defendant finance company shall mail a copy hereof to its 
regional, branch, district and territorial managers in the continental United 
States; and the manufacturer and the defendant finance company he eee 
shall before the effective date of this judgment file with this Court an affidavit or 
affidavits showing the manner in which they severally shall have complied with 
this provision hereof. “a 


Jurisdiction of this cause is retained for the purpose of enabling any of the 
parties to this judgment to apply to this Court at any time for such further orders 
and directions as may be necessary or appropriate for the construction or carrying 
out of this judgment or for the modification or termination of any of the provisions 
thereof or for the purpose of the enforcement of compliance therewith and the 
punishment of violations thereof. — 


For the purpose of securing compliance with this judgment and for no other 
purpose, any duly authorized representative or representatives of the Depart 
ment of Justice shall, upon written request by the Attorney General or an Assist- 
ant Attorney General and on notice reasonable as to time and subject matter to 
the defendant made to its principal office, and subject to any legally recognised 
privilege be permitted: 

(a) Access during the office hours of said defendant to all books, ledgers, 
accounts, correspondence, memoranda, and other records and documents in the 
possession or under. the control of said defendant related to any matters contained 
in this judgment; 

(b) Subject to the reasonable convenience of said defendant and without 
restraint or interference from it, to interview officers or employees of said defend- 
ant, who may have counsel S pheacent regarding such matters, provided, however, 
that no information obtained by the means provided in this Section XII shall be 
divulged by the Department of Justice to any person other than a duly authorised 
representative of such Department, except in the course of legal proceedings 11 
which the United States is a party, or as otherwise required by law. 


XIII 
This decree shall go into effect one hundred and twenty (120) days after the 


date of entry hereof. 
(8S) Water J. LaBvy, 
United States District Judge. 
Dated: July 28, 1952. 
We hereby consent to the entry of the foregoing final judgment: 
For plaintiff: 
(8S) Hotmes BALpRIDQg, 
Assistant Attorney General. 
(S) Neweiut A. Crapp, 
Acting Assistant Attorney General. 


(S) Henny. M. Hogan. 
(S)°Fzrais Hurp. 


For Defendants: 
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Civil Action No. 2177 





In the District Court of the United States for 
the Northern District of Illinois, Eastern 
Division 


UNITED STaTEs OF AMERICA, PLAINTIFF 
UM. 


GENERAL Morors CoRPORATION, ET AL., DEFENDANTS 


AMENDED COMPLAINT 


HOLMES BALDRIDGE, 
EDMOND J. FORD, 
Special Assistants to the Attorney General. 
THURMAN ARNOLD, | 
Assistant Attorney General. 
J. ALBERT WOLL, 
United States Attorney. 








FILED JUNE 21, 1941. 
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In the District Court of the United States for 
the Northern District of Illinois, Eastern 
Division 

Civil Action No. 2177 
Unitep STATES OF AMERICA, PLAINTIFF 


Vv. 


GENERAL Motors CORPORATION 

GENERAL Motors ACCEPTANCE CORPORATION 

GENERAL Motors SALES CorRPORATION 
DEFENDANTS 


AMENDED COMPLAINT 


To the Honorable the Judge of the District Court of 


the United States for the Northern District of 
Illinois, Eastern Division: 

Whereas the complaint herein was filed on the 4th 
day of October 1940, and no responsive pleading thereto 
has been filed or served, the United States of America, 
by J. Albert Woll, United States Attorney for the North- 


, ¢m District of Illinois, Eastern Division, acting under 
the direction of the Attorney General of the United 
- States and pursuant to the provisions of Rule 15 (a) of 


=o - 


the rules of Civil Procedure for the District Courts of 
the United States, files this amended complaint against 
General Motors Corporation, a corporation organized 
and duly authorized to do business under the laws of 
the State of Delaware; General Motors Acceptance 
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Corporation, a corporation organized and duly author- 
ized to do business under the laws of the State of New 
York; and General Motors Sales Corporation, a corpo- 
ration organized and duly authorized to do business 
under the laws of the State of Delaware; and complains 
and alleges upon information and belief as follows: 


DESCRIPTION OF DEFENDANTS 


1. That defendant, General Motors Corporation, is 
engaged in the manufacture and sale of Chevrolet, Pon- 
tiac, Oldsmobile, Buick, LaSalle, and Cadillae automo- 
biles, and of parts and accessories for these six makes of 
automobiles, throughout the United States; that said 
defendant manufactures and sells approximately 40% 
of all the new automobiles and trucks manufactured 
and sold in the United States; that General Motors 
Corporation is not only a manufacturing corporation 
but also a holding company, owning and controlling 
100% of the capital stock of defendant, General Motors 
Sales Corporation, a corporation engaged in the sale 
of General Motors cars to dealers located in all the 
states of the United States including the District of 
Columbia; that it owns 100% of the stock of defendant 
General Motors Acceptance Corporation; that certain 


directors of General Motors Corporation are also direc- . 


tors of General Motors Acceptance Corporation; 


2. That defendant, General Motors Acceptance Cor- | 
poration, is 100% owned and wholly controlled by de- | 
fendant, General Motors Cerporation; that defendant, — 


General Motors Acceptance Corporation is engaged in | 


the business of financing at both wholesale and retail 


the sales to General Motors dealers and to retail pur , 
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chasers of Chevrolet, Pontiac, Oldsmobile, Buick, La- 
Salle and Cadillac automobiles manufactured by de- 
fendant, General Motors Corporation ; 


METHOD OF SELLING GENERAL MOTORS AUTOMOBILES 


3. That defendant, General Motors Corporation, sells 
its cars to approximately 15,000 General Motors dealers 
located in all the states of the United States and the © 
District of Columbia, through the defendant, General 
Motors Sales Corporation, the selling agency of General 
Motors Corporation for Chevrolet, Pontiac, Oldsmo- 
bile, Buick, LaSalle and Cadillac automobiles; that 
these 15,000 General Motors dealers enter into contracts 
with defendant, General Motors Sales Corporation; 
that these contracts run for a period of one year and 
are cancellable by General Motors Sales Corporation on 
short notice and without cause; that these contracts 
state specifically that under no circumstances is the 
dealer to be considered either the agent or legal rep- 
resentative of General Motors Sales Corporation ; 

4. That defendant, General Motors Sales Corpora- 
tion, was organized on December 1, 1936; that prior to 
the organization of General Motors Sales Corporation, 
the sales of Chevrolet, Pontiac, Oldsmobile, Buick, La- 
Salle and Cadillac cars were made to General Motors 
dealers located throughout the United States through 
five separate sales agencies, one for Chevrolet, one for 
Pontiae, one for Oldsmobile, one for Buick and one 
for LaSalle and Cadillac cars; 

d. That because of the high unit prices for Chevrolet, 
Pontiac, Oldsmobile, Buick, LaSalle and Cadillac cars 
demanded by defendants, General Motors Corporation 
and General Motors Sales Corporation, and because 
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said corporations have required payment to be made in 
cash before transportation, shipment, and delivery of 
General Motors cars to General Motors dealers, and 
because it has been necessary for the great majority of 
dealers to procure a stock of General Motors ears vary- 
ing in color, body style, and otherwise far beyond their 
financial ability to pay for on a cash basis as required 
by said corporations, a large supply of money has been 
regularly and continuously necessary and has been reg- 
ularly and continuously furnished and used to pay said 
corporations for Chevrolet, Pontiac, Oldsmobile, Buick, 
LaSalle and Cadillac cars transported, shipped and 
delivered to General Motors dealers in pursuance of the 
contracts mentioned in paragraph three above; 

6. That many companies, including defendant, Gen- 
eral Motors Acceptance Corporation, called automobile 
finance companies, have been organized and have en- 
gaged in the business of furnishing money to General 
Motors dealers, for the purchase of General Motors ears 
and of used cars of any and all makes taken in trade; 

7. That because of the high unit prices for Chevrolet, 
Pontiac, Oldsmobile, Buick, LaSalle and Cadillae auto- 
mobiles demanded in retail transactions, and because 
defendants, General Motors Corporation and General 
Motors Sales Corporation, have required payment to be 
made on a cash basis before transportation, shipment 
and delivery of said cars, and because it has been neces- 
sary for all or almost all of the dealers to procure the 
full purchase price of the automobile sold at the time of 
each retail transaction, and because the great majority 
of retail purchasers of automobiles have not had the 
financial ability to pay for the ears on a cash basis and 
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have desired to purchase and have purchased said cars 
on time, a large supply of money has been regularly and 
continuously necessary and has been regularly and con- 
tinuously furnished and used to pay the dealers for the 
automobiles purchased at retail ; 

8. That defendant, General Motors Acceptance Cor- 
poration, and numerous other corporations known as 
independent automobile finance companies doing busi- 
ness in all the states of the United States.and the Dis- 
trict of Columbia have regularly and continuously fur- 
nished money both to General Motors dealers for the 
wholesale purchase of General Motors cars and to re- 
tail purchasers of General Motors cars; 

9. That in most instances in the sale of new ears at 
retail, a used ear is traded in by the purchaser as a part 
of the purchase price of the new car and General Motors 
dealers have sold these used cars to retail purchasers; 
that used cars are taken in trade on the sale of 
these used ears so that for every new car sold by a Gen- 
eral Motors dealer approximately 214 used cars are also 
sold by him; that until these 214 used ears are sold, the 
dealer is unable to determine whether he has made a 
profit on the new car; that a large proportion of these 
used cars have been and are sold on time to retail pur- 
chasers, and large sums of money are regularly and 
continuously necessary to finance such transactions; 
that such sums of money have been furnished by de- 
fendant, General Motors Acceptance Corporation, and 
by numerous corporations known as independent auto- 
mobile finance companies doing business in all the states 
of the United States and in the District of Columbia; 
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10. That as a part of the arrangement under whieh 
General Motors dealers purchase General Motors cars 
through defendant, General Motors Sales Corporation, 
defendants require each dealer to give a blanket power 
of attorney; that this power of attorney is filled in by 
a person designated by the factory when General Mo- 
tors cars are shipped to the dealer; 

11. That title to all General Motors cars sold to Gen- 
eral Motors dealers passes from defendant, General Mo- 
tors Corporation, through defendant, General Motors 
Sales Corporation, directly to defendant, General Mo- 
tors Acceptance Corporation; that cars are shipped to 
dealers either on a trust receipt made out in favor of 
defendant, General Motors Acceptance Corporation, or 
on sight draft attached to the bill of lading made 
payable to defendant, General Motors Acceptance 
Corporation ; 

12. That under this arrangement it is impossible for 
a dealer purchasing new General Motors cars at whole 
sale on a time sales basis to finance said cars directly 
at the factory through any company other than de- 
fendant, General Motors Acceptance Corporation; that 
in the event a dealer wishes to finance at wholesale 
through an independent finance company, it is neces- 
sary that the independent finance company which de- 
sires title as security to secure title of the car from 
defendant, General Motors Acceptance Corporation; 
that independent finance companies which advance 
money to dealers for the purchase of cars from the fac- 
tory, have no security for such advances during the 
time in which the ear is in transit from the factory to 
the dealers’ places of business; 
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13. That dealers who finance their cars at wholesale 
through defendant, General Motors Acceptance Corpo- 
ration, receive possession and custody, but not title and 
ownership ; that title and ownership do not pass to the 
dealer until defendant, General Motors Acceptance 
Corporation, has been paid the full contract price of 
the car plus insurance and other charges; 

14, That a retail purchaser of a General Motors car 
on a time sales basis signs a conditional sales contract 
with the dealer; that the dealer sells this conditional 
sales contract either to defendant, General Motors Ac- 
eeptance Corporation, or to an independent finance 
company ; that in the event it is sold to defendant, Gen- 
eral Motors Acceptance Corporation, it is sold on con- 
dition that the dealer repurchase the contract from 
defendant, General Motors Acceptance Corporation, in 
the event the car is repossessed from the retail pur- 
chaser for nonpayment of the installment contract; 
that the dealer is directly responsible for losses occa- 
sioned by repossession; that dealers selling retail time 
sales paper to independent finance companies sell the 
same without recourse, so that the independent finance 
company and not the dealer bears the risk of default 
in case of repossession of the car; 

15. That defendant, General Motors Corporation, 
through the defendant, General Motors Sales Corpora- 
tion, requires General Motors dealers to put into opera- ~ 
tion a bookkeeping system which indicates, among other 
things, the number of new and used cars sold each 
month, the number sold on a time sales basis, and the 
number of contracts sold to defendant, General Motors 
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Acceptance Corporation, and to other discount com- 
panies; that defendant, General Motors Corporation, 
through representatives of defendant, General Motors 
Sales Corporation, requires 10-day and 30-day reports 
from dealers indicating these matters as well as the gen- 
eral financial condition of the dealer; that defendant, 
General Motors Corporation, through representatives 
of the defendant, General Motors Sales Corporation, 
regularly inspects the books and records of General 
Motors dealers; that information so obtained is made 
available to defendants, General Motors Corporation 
and General Motors Acceptance Corporation. 


JURISDICTION AND VENUE 


16. That this complaint is filed and the jurisdiction 
of this Court is invoked to obtain equitable relief 
against defendants, General Motors Corporation, Gen- 
eral Motors Sales Corporation, and General Motors 
Acceptance Corporation, because of their violations, 
jointly and severally, as hereinafter alleged, of Section 
1 of the Sherman Act and Sections 2 and 7 of the 
Clayton Act: 

17. That the unlawful combination and conspiracy, 
hereinafter described, to restrain trade and commerce 
among the several states of the United States, have been 
carried on in part within the Northern District of Ili- 
nois, Eastern Division, and many of the unlawful acts 
pursuant thereto have been performed by defendants 
and their representatives in said districts; that the in- 
terstate trade and commerce in Chevrolet, Pontiac, 
Oldsmobile, Buick, LaSalle and Cadillac automobiles, 
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as hereinafter described, is carried on, in part, within 
said district ; that said defendants have usual places of 
business in the said district and there transact business 
and are within the jurisdiction of the court for the 
purpose of service ; 


INTERSTATE COMMERCE — 


18. That General Motors automobiles manufactured 
by defendant, General Motors Corporation, have been 
and are manufactured at plants located in the states of 
Michigan, Wisconsin, Missouri, Georgia, New York, 
New Jersey and California; that these cars are shipped 
to General Motors dealers located in all of the 48 states 
and within the District of Columbia, pursuant to the 
selling contracts between such dealers and defendant, 
Geucral Motors Sales Corporation, described in para- 
graph 3 above; that title to the cars passes from defend- 
ant, General Motors Corporation, through defendant, 
General Motors Sales Corporation, to defendant, Gen- 
eral Motors: Acceptance Corporation, at the factory; 
that title remains in defendant, General Motors Ac- 
ceptance Corporation, until the dealer has received the 
car and paid the purchase price in full whether in a 
cash or a time transaction; that defendant, General 
Motors Corporation, the manufacturer, defendant, 
General Motors Sales Corporation, the selling agent, 
defendant, General Motors Acceptance Corporation, 
and the General Motors dealers are all engaged in 
interstate commerce ; 

19. That approximately 65% of all new General Mo- 
tors automobiles sold to General Motors dealers at 
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wholesale, and approximately 75% of all new General 
Motors automobiles sold at retail, are sold on a time 
sales basis; that any undue interference with the financ- 
ing of General Motors automobiles either at wholesale 
or at retail would substantially impede the free flow 
of General Motors automobiles in interstate commerce; 


OFFENSES CHARGED 


20. That defendants, each well knowing all the mat- 
ters and things hereinbefore alleged, for many years 
past have violated and are now violating the provisions 
of Section 1 of the Act of Congress of July 2, 1890, en- 
titled ‘“‘An Act to Protect Trade and Commerce Against 
Unlawful Restraints and Monopolies,’’ 26 Stat. 209, 
15 U.S. C. A. 1, commonly known as the Sherman Anti- 
trust Act, by conspiring to restrain the trade and com- 
merce among the several states in Chevrolet, Pontiac, 
Oldsmobile, Buick, LaSalle and Cadillac automobiles, 
and have conspired to do all acts and things and to use 
all means necessary and appropriate to make said re- 
straint effective, including the means, acts and things 
hereinafter more particularly alleged; and have con- 
spired together to violate Sections 2 (a), (b), (¢), (d), 
(e), (f), 3 and 7 of the Act of Congress of October 15, 
1914, 38 Stat. 730, 15 U.S. C. A. 18 (a), (ec), (d), (e), 
(f), 14-18, commonly known as the Clayton Act, by 
paying or granting rebates to General Motors dealers 
in return for their use of the financing facilities of de- 
fendant, General Motors Acceptance Corporation, and 
inducing the use of the same; and defendant, General 
Motors Corporation, with the participation of the other 
defendants has acquired the whole and apart of the 
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stock and other share capital of defendant, General 
Motors Acceptance Corporation, while said corpora- 
tions were engaged in interstate commerce; and while 
defendant, General Motors Corporation, held said stock 
and other share capital and a part thereof it acquired 
the stock and other share capital and a part thereof in 
another corporation also engaged in said interstate 
commerce under conditions forbidden by and in viola- 
tion of Section 7 of the Clayton Act aforesaid ; 

21. That one of the purposes of the conspiracy was 
to procure, monopolize and keep within the control of 
the defendants to the greatest extent possible, and to 
the exclusion of all other persons and corporations, the 
business of financing at wholesale and retail the trade 
and commerce in Chevrolet, Pontiac, Oldsmobile, Buick, 
LaSalle and Cadillac automobiles, and in used ears of 
any and all makes sold and handled by General Motors 
dealers; that as a part of said conspiracy, the defend- 
ants have arranged and agreed among themselves to do 
and have done the following things: 

(a) To require dealers to promise and agree 
to deal with defendant, General Motors Accept- 
ance Corporation, for financing the purchases 
and sales of automobiles, as a condition to enter- 
ing into contracts for the sale, transportation 
and delivery of automobiles to dealers; 

(b) To require dealers to promise and agree 
not to deal with any automobile finance company 
other than defendant, General Motors Accept- 
ance Corporation, for financing the purchases 
and sales of General Motors automobiles, as a 
condition to entering into contracts for the sale, 
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transportation, and delivery of General Motors 
automobiles to dealers; 

(c) To make all contracts for General Motors 
automobiles with General Motors dealers for a 
term of one year only, and to reserve therein the 
right to cancel and terminate the same, without 
cause and upon short notice, in order to exercise 
said right in eases where dealers shall fail and 
refuse to have purchases and sales of General 
Motors automobiles financed by defendant, Gen- 
eral Motors Acceptance Corporation, and in 
cases where dealers shall have purchases and 
sales of automobiles financed by automobile 
finance companies other than defendant, Gen- 
eral Motors Acceptance Corporation; 

(d) To threaten, suggest and intimate to Gen- 
eral Motors dealers that contracts for General 
Motors automobiles with them may and will be 
cancelled and terminated in cases where the deal- 
ers fail and refuse to have purchases and sales 
of automobiles financed by defendant, General 
Motors Acceptance Corporation, and in eases 
where dealers have had purchases and sales of 
automobiles financed by automobile finance com- 
panies other than defendant, General Motors 
Acceptance Corporation ; 

(e) To cancel and terminate contracts for 
automobiles with dealers in cases where the deal- 
ers fail and refuse to have purchases and sales 
of automobiles financed by defendant, General 
Motors Acceptance Corporation, and in cases 
where dealers have had purchases and sales of 
automobiles finaneed by automobile finance con- 
panies other than defendant, General Motors 
Accoptance Corporation ; 
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(f) To refuse and fail to furnish, transport 
and deliver automobiles to dealers who have re- 
fused and failed to have purchases and sales of 
automobiles financed by defendant, General 
Motors Acceptanee Corporation: 

(¢) To refuse and feil to furnish, transport 
and deliver automobiles to General Motors deal- 
ers who have had purchases and sales of automo- 
biles financed by automobile finance companies 
other than defendant, General Motors Accept- 
ance Corporation; 

(h) To examine and imspect the books, rec- 
ords and accounts of General Motors dealers 
for the purpose of procuring information rela- 
tive to the financing of purchases and sales of 
automobiles by automobile finance companies 
other than defendant, General Motors Accept- 
ance Corporation ; 

(1) To coerce and compel General Motors 
dealers to permit the defendants and their agents 
to examine and inspect the books, records, and 
accounts of said dealers for the purpose of pro- 
curing information relative to the financing of 
purchases and sales of automobiles by automo- 
bile finanee companies other than defendant, 
General Motors Acceptance Corporation ; 

(j}) To coerce and compel General Motors 
dealers to disclose, furnish, and report informa- 
tion relative to the financing of purchases and 
sales of automobiles by automobile finance com- 
panies other than defendant, General Motors 
Acceptance Corporation ; 

(k) To procure information from the servants 
and employees of General Motors dealers, rela- 
tive to the financing of purchases and sales of 
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automobiles by automobile finance companies 
other than defendant, General Motors Accept- 
ance Corporation, secretly, covertly, and with- 
out the knowledge of the dealers, and sometimes 
by means of bribery and otherwise ; 

(1) To require and demand of General Motors 
dealers that they explain and justify the finane- 
ing of purchases and sales of automobiles by 
automobile finance companies other than de- 
fendant, General Motors Acceptance Corpora- 
tion ; 

(m) To coerce and compel General Motors 
dealers to refrain from having the purchases 
and sales of automobiles financed by automobile 
finance companies other than defendant, General 
Motors Acceptance Corporation, by any and all 
other means which may be deemed by the de- 
fendant to be necessary, appropriate, and effec- 
tive to that end; 

(n) To give, furnish, accord, and make avail- 
able to General Motors dealers having purchases 
and sales of automobiles financed by defendant, 
General Motors Acceptance Corporation, serv- 
ices, facilities, privileges, favors, conveniences, 
and other preferential treatment, in and in con- 
nection with financing the purchase and sale, 
transportation, and delivery of automobiles, and 
to refuse the same to dealers having purchases 
and sales of automobiles financed by automobile 
finance companies other than defendant, Gen- 
eral Motors Acceptance Corporation; 

(0) To delay the transportation, shipment, 
and delivery of automobiles to General Motors 
dealers having the purchases and sales of auto 
mobiles financed by automobile finance com- 
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panies other than defendant, General Motors 
Acceptance Corporation ; 

(p) To discriminate against General Motors 
dealers having purchases and sales of automo- 
biles financed by automobile finance companies 
other than defendant, General Motors Accept- 
ance Corporation, and in favor of dealers hav- 
ing such purchases and sales financed by 
defendant, General Motors Acceptance Corpo- 
ration, with regard to the number, model, color, 
and style of automobiles transported and de- 
livered to them, with regard to the time of 
transportation and delivery thereof, and with 
regard to the manner and form, and time and 
place of payment therefor; 

(q) To give, furnish, accord, and make avail- 
able to defendant, General Motors Acceptance 
Corporation, places, offices, and quarters in the 
plants, factories, offices, and quarters of defend- 
ants, General Motors Corporation, General Mo- 
tors Sales Corporation, and of corporations affil- 
lated with and controlled by them, for engaging 
in and acquiring the business of financing the 
purchase, sale, transportation, and delivery of 
automobiles to dealers, and to refuse the same to 
any other automobile finance company; 

(r) To give, furnish, accord, and make avail- 
able to defendant, General Motors Acceptance 
Corporation, information relative to the pur- 
chase and sale, transportation and delivery of 
automobiles to dealers, including information 
relative to the description and identification of 
such automobiles, and to refuse the same to any 
other automobile finance company; 

(s) To give, furnish, accord, and make avail- 
able to defendant, General Motors Acceptance 
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Corporation, any and all contracts, mstrumenis, 
and other writings, requested, necessary and ap- 
propriate for its security and protection in and 
in connection with financing the purchase and 
sale, transportation and delivery of automobiles 
to dealers, and to refuse the same to any other 
automobile finance company; 

(t) To transfer directly to defendant, General 
Motors Acceptance Corporation, the title to Gen- 
eral Motors automobiles before the transporta- 
tion and delivery thereof to General Motors 
dealers for the protection and security of defend- 
ant, General Motors Acceptance Corporation, in 
and in connection with financing the purchase 
and sale, and transportation and _ delivery 
thereof, and to refuse the same to any other 
automobile finance company; 

(u) To make and enforce discriminatory, 
onerous, and unreasonable requirements relative 
to the manner, form, and time of payment for 
automobiles, for application to all automobile 
finance companies except defendant, General Mo- 
tors Acceptance Corporation, and to General 
Motors dealers having the purchase and sale of 
automobiles financed by such companies; 

(v) To advertise, endorse, recommend and 
promote, and to coerce and require General Mo- 
tors dealers to advertise, recommend and pro- 
mote the use of the automobile financing 
services, plans and facilities of defendant, Gen- 
eral Motors Acceptance Corporation; 

(w) To coerce and require General Motors 
dealers not to advertise, recommend and pre- 
mote the use of the automobile financing serv- 
ices, plans and facilities of any automobile 
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finance company other than defendant, General 
Motors Acceptance Corporation; 

(x) To establish and fix a price or charge to 
be collected by defendant, General Motors Ac- 
ceptance Corporation, from purchasers of Cadil- 
lac, LaSalle, Buick, Oldsmobile, Pontiac and 
Chevrolet automobiles, and of used automobiles 
of any and all makes handled by General Motors 
dealers, in all transactions financed by those 
corporations (said price or charge being known 
as the GMAC differential), and to pay to the 
dealer a substantial part thereof, as a rebate, 
participation and payment for diverting the 
business of financing such purchases to defend- 
ant, General Motors Acceptance Corporation, 
and away from other automobile finance com- 
panies; 

(y) To regularly and continuously advertise 
and represent to purchasers of said automobiles 
that no such rebates, participations and pay- 
ments have been and will be included in, and 
paid out of, such differential, and to induce, 
assist and require General Motors dealers to 
make, and join with and assist the defendants 
in making such representation ; 

(z) To regularly and continuously conceal, 
and induce, assist and require General Motors 
dealers to conceal, from purchasers of said auto- 
mobiles, the fact that such rebates, participa- 
tions and payments have been and will be 
included in and paid out of the GMAC differ- 
ential; 

21a. That said defendants were on the 27th day of 
May, 1937, in the Northern District of Indiana, South 
Bend Division, duly indicted as co-conspirators in the 
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aforesaid conspiracy, and were duly tried and con- 
victed thereof; and on, to wit, the 17th day of Novem- 
ber, 1939, judgment of guilty was duly entered with 
sentence thereon as by the record appears; and the 
plaintiff herein sets forth as a part of this complaint a 
true and certified copy of said judgment and sentence, 
making the same a part hereof. And the plaintif 
alleges further that other deceitful and unlawful prac- 
tices in and affecting interstate trade and commerce 
and restraining the same have been perpetrated by 
said defendants as a part of their association as 
aforesaid ; 
EFFECTS OF CONSPIRACY 


22. That General Motors dealers have substantial | 


investments of money, credit and property in their 


businesses of purchasing and selling General Motors ° 


cars, and said investments and businesses would be 
greatly reduced in value or destroyed by defendants in 
the event the aforesaid intimations, suggestions, 
threats, cancellations, and statements are not adhered 
to; that to prevent such destruction, loss and damage 
of and to their investments and businesses, all or 
almost all of the dealers, have complied with said 
intimations, suggestions, threats, and statements; 
23. That General Motors dealers have been forced by 
coercion, discrimination and fraud to finance their 
purchases of General Motors automobiles at whole- 
sale to defendant, General Motors Acceptance Cor- 
poration, and to sell their time sales paper on retail 
transactions to defendant, General Motors Acceptance 
Corporation, even though each and every General 
Motors dealer, by the express terms of his selling 
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agreement with defendant, General Motors Corpora- 
tion, made through defendant, General Motors Sales 
Corporation, is not under any circumstances consid- 
ered either the agent or legal representative of the 
seller; 

24. That under the devices of the one year selling 
contract, blanket power of attorney, transfer of title 
on all cars direct from defendant, General Motors 
Corporation, through defendant, General Motors Sales 
Corporation, to defendant, General Motors Accept- 
ance Corporation, and the close check on dealers per- 
mitted by the installation of the factory bookkeeping 
system, the defendants, General Motors Corporation 
and General Motors Sales Corporation, can and do 
ship ears to dealers at will, with or without order, 
ship parts and accessories with or without order, or 
withhold cars, parts and accessories ordered ; 

25. That as a result of the of the conspiracy herein 
alleged, defendant, General Motors Acceptance Cor- 
poration, in effect finances at wholesale all the General 
Motors cars purchased by ‘General Motors dealers on 
time, and finances at retail approximately 75% of the 
new General Motors cars and approximately 54% of 
the used cars of any and all makes sold by General 
Motors dealers; 

26. That the effect of the conspiracy herein alleged 
and the acts, practices and things done pursuant 
thereto, has been to burden, obstruct and unduly re- 
strain the interstate trade and commerce in General 
Motors automobiles; 

2/. That great size and power have been concen- 
trated in the control of defendant, General Motors 
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Corporation, and this has been used, in association 
with the other defendants unreasonably to restrain 
competition, to force terms and prices, to coerce, in- 
timidate and discriminate, and thereby has unreason- 
ably restrained interstate commerce and impeded its 
flow ; 
CONCLUSION 

28. That the ownership of an automobile finance 
company by a company with as powerful a position as 
that of defendant, General Motors Corporation, con- 
trolling as it does over 15,000 dealers who are dependent 
upon the pleasure of the defendants, General Motors 
Corporation and General Motors Sales Corporation, 
for their livelihood and the preservation of their assets 
and franchises, with the vast majority of automobile 
sales in interstate commerce dependent upon the use of 
finance companies, acts as an unreasonable restraint on 
the use of finance companies other than defendant, 
General Motors Acceptance Corporation, and conse- 
quently upon the automobile sales which must be 
financed; that the ownership of defendant, General 
Motors Acceptance Corporation, by defendant, Gen- 
eral Motors Corporation, in itself tends to give de 
fendant, General Motors Corporation, a monopoly in 
the financing of General Motors cars and control of the 
financing charges thereof; that defendants, General 
Motors Corporation and General Motors Sales Corpo- 
ration, in addition thereto have required agreements 
from dealers that they will use exclusively and to an 
amount designated, services of defendant, General Mo- 
tors Acceptance Corporation, for the financing of the 
purchases and sales of General Motors ears and used 
ears of ‘any and all makes sold by General Motors 
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dealers; that defendants, General Motors Corporation 
and General Motors Sales Corporation, have threat- 
ened and discriminated against those dealers and have 
terminated contracts of those dealers who did not use 
exclusively the credit facilities of defendant, General 
Motors Acceptance Corporation; that through the me- 
dium of the repayment to dealers of the so-called ‘‘re- 
serves’’ collected, and other rebates, bonuses, and bribes 
by defendant, General Motors Acceptance Corporation, 
defendant, General Motors Corporation, has given se- 
eret rcbates to dealers who use the credit facilities of 
defendant, General Motors Acceptance Corporation; 

29. That complete ownership and control by de- 
fendant, General Motors Corporation, of defendant, 
General Motors Acceptance Corporation, is subject to 
abuses which would be impossible under independent 
ownership ; 

30. That the power of defendants, General Motors 
Corporation and General Motors Sales Corporation, 
flowing from the complete ownership and control of 
defendant, General Motors Acceptance Corporation, by 
defendant, General Motors Corporation, is such that it 
is subject to abuses which can be corrected only by a 
severance of that ownership and control; that an in- 
Junction is inadequate since, among other things, the 
mere fact of ownership constitutes a coercive influence 
on General Motors dealers purchasing and selling Gen- 
eral Motors cars in interstate commerce. 


PRAYER 


WHEREFORE, the Complainant prays: 
1. That a summons issue to each of the defendants 
commanding it to appear herein and to answer the 
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allegations contained in this complaint and to abide by 
and perform such orders and decrees as the Court may 

make in the premises; t 

2. That upon final hearing of this cause, the Court 
order, adjudge, and decree that the conspiracy and 
wrongs herein described exist and constitute an un- 
reasonable restraint of trade and commerce among the 
various states and that as a part thereof and inc- 
dental thereto General Motors Corporation wrongfully 
holds the stock and share capital of General Motors 
Acceptance Corporation and all parties thereof; 

3. That a receiver be appointed upon such adjudica- 
tion to receive forthwith all stock and share capital 
of General Motors Acceptance Corporation held and 
controlled by General Motors Corporation and _ that 
General Motors Corporation be thereupon ordered 
forthwith to transfer the aforesaid stock and share 
capital to the aforesaid receiver, that the aforesaid 
receiver upon receiving the aforesaid stock and share 
capital offer the same for sale and sell the same, hold- 
ing the proceeds subject to the order of this Court; 

4, That the complainant recover the costs and dis 
bursements of this suit; 

5. That the complainant shall have such other and 
further relief as the Court shall deem just and proper. 

HOLMES BALDRIDGE, 
EDMOND J. Forb, 
Special Assistants to the Attorney General. 
THURMAN ARNOLD, 
Assistant Attorney General. 


J. ALBERT WOLL, 
United States Attorney. 
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District Court of the United States, Northern 
District, Indiana, South Bend Division 


No. 1039, Criminal Indictment in One Count for 
Violation of U.S. C., Title 15, Sec. 1 


UnNtrreD STATES 
v. 
GENERAL Motors CORPORATION, ET AL. 


GENERAL MOTORS ACCEPTANCE CORPORATION, JUDGMENT 
AND COMMITMENT 

On this 17th day of November,: 1939, came the 
United States Attorney, and the defendant General 
Motors Acceptance Corporation, sd ia in proper 
person, and by counsel and, 

The defendant having been convicted on Finding of 
guilty by jury of the offense charged in the indictment, 
in the above-entitled cause, to wit: 

Sherman Anti-Trust Law, Section 1, Title 15, 
U.S. C. A. One count of indictment, Violation 
of Sherman Anti-Trust Law, sentenced on one 
count of indictment, 
and the defendant having been now asked whether it 
has anything to say why judgment should not be pro- 
nounced against it, and no sufficient cause to the con- 
trary being shown or appearing to the Court, it is by 
the Court 
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ORDERED AND ADJUDGED That the defendant, having 
been found guilty of said offenses, is hereby 

fined in the sum of Five Thousand ($5,000.00) 

Dollars, together with one-half of the costs in 

this action, laid out and expended, taxed at 


(Signed) WALTER C. LINDLEY, Judge. 
A True Copy. Certified this 17th day of November, 
1939. 
(Signed) Margaret Lona, Clerk. 
By 








Deputy Clerk. 
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District Court of the United States, Northern 
District, Indiana, South Bend Division 


No. 1039, Criminal Indictment in One Count for 
Violation of U. 8. C., Title 15, Sec. 1 


UNITED STATES 
v. 


GENERAL MoTors CORPORATION, ET AL. 


GENERAL MOTORS ACCEPTANCE CORPORATION OF INDIANA, 
INCORPORATED, JUDGMENT 

On this 17th day of November, 1939, came the United 
States Attorney and the defendant Gencral Motors 
Acceptance Corp. of Ind., Incorporated, appearing in 
proper person, and by counsel and, 

The defendant having been convicted on Finding of 
guilty by Jury of the offense charged in the indictment, 
in the above-entitled cause, to wit: 

Sherman Anti-Trust Law, Section 1, Title 15, 
U.S.C. A. One count of indictment, Violation 
6f Sherman Anti-Trust Law, sentenced on one 
count of indictment, 
and the defendant having been now asked whether it 
has anything to say why judgment should not be pro- 
nounced against it, and no sufficient cause to the con- 
trary being shown or appearing to the Court, it is by 
the Court 
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ORDERED AND ADJUDGED that the defendant, having 
been found guilty of said offenses, is hereby 
Fined in the sum of Five Thousand ($5,000.00) 
Dollars. | 
(Signed) WaAtrer C. LINDLEY, Judge. 
A True Copy. Certified this 17th day of November, 
1939. | 
(Signed) Maraaret Lona, Clerk. 
By 








| 
Deputy Clerk. 
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District Court of the United States, Northern 
District, Indiana, South Bend Division 


No. 1039, Criminal Indictment in One Count for 
Violation of U.S. C., Title 15, Sec. 1 


UNITED STATES 
v. 


GENERAL Motors CORPORATION, ET AL. 


GENERAL MOTORS SALES CORPORATION, JUDGMENT 


On this 17th day of November, 1939, came the 
United States Attorney, and the defendant General 
Motors Sales Corporation, appearing in proper per- 
son, and by counsel and, 

The defendant having been convicted on finding of 
guilty by jury of the offense charged in the indictment 
in the above-entitled cause, to wit: 

Sherman Anti-Trust Law, Section 1, Title 15, © 
U.S. C. A. One count of indictment, Viola- 
tion of Sherman Anti-Trust Law, Sentenced on 
one count of indictment, 
and the defendant having been now asked whether it 
has anything to say why judgment should not be pro- 
nounced against it, and no sufficient cause to the con- 
trary being shown or appearing to the Court, it is by 
the Court 
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ORDERED AND ADJUDGED that the defendant, having 
been found guilty of said offenses, is hereby 
Fined in the sum of Five Thousand ($5,000.00) 
Dollars. 
(Signed) Water C. LINDLEY, Judge. 
A True Copy. Certified this 17th day of Novem- 
ber, 1939. 
(Signed) Marcaret Lone, Clerk. 
By » Deputy Clerk. 
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District Court of the United States, Northern 
District, Indiana, South Bend Division 


No. 1039, Criminal Indictment in One Count for 
Violation of U.S. C., Title 15, Sec. 1 


UNITED STATES 
v. 


GENERAL Motors CorpoRaTION, ET AL. 


GENERAL MOTORS CORPORATION, JUDGMENT 


On this 17th day of November, 1939, came the 
United States Attorney, and the defendant General 
Motors Corporation appearing in proper person, and 
by counsel and, 

The defendant having been convicted on finding of 
ruilty by jury of the offense charged in the indictment 
in the above-entitled cause, to wit: 

Sherman Anti-Trust Law, Section 1, Title 15, 
U. 8. C. A. One count of indictment, Viola- 
tion of Sherman Anti-Trust Law, Sentenced on 
one count of indictment, 
and the defendant having been now asked whether it 
has anything to say why judgment should not be pro- 
hounced against it, and no sufficient cause to the con- 
trary being shown or appearing to the Court, it is by 
the Court 
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ORDERED AND ADJUDGED that the defendant, having 
been found guilty of said offenses, is hereby 
Fined in the sum of Five Thousand ($5,000.00) 
Dollars, together with one-half of the costs in 
this action, laid out and expended, taxed at 


a 


(Signed) Watter C. LINDLEY, Judge. 

A True Copy. Certified this 17th day of Novem- 
ber, 1939. 
? (Signed) Marcaret Lona, Clerk. 

By , Deputy.Clerk. 
UNITED STATES OF AMERICA, 
Northern District of Indiana, ss: 

I, Margaret Long, Clerk of the United States Dis- 
trict Court in and for the Northern District of In- 
diana, do hereby certify that the annexed and 
foregoing is a true and full copy of the original Judg- 
ment against Defendants: 








General Motors Acceptance Corporation, 
General Motors Corporation, 
General Motors Sales Corporation, 
General Motors Acceptance Corporation of 
Indiana, Incorporated. 
In the Case of United States vs. General 
Motors Corporation et al. Cause No. 1039 
Criminal, 
now remaining among the records of the said Court 
in my office. 

In testimony whereof, I have hereunto subscribed 
my name and affixed the seal of the aforesaid Court 
at South Bend, this 4th day of October, A. D. 1940. 

[SEAL] MarGakeET Lona, Clerk. 

By Mary Sweeney, Deputy Clerk. 
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In the District Court of the United States for 
the Northern District of Indiana 





Crviu No. 8 


Untrep STaTEs OF AMERICA, PETITIONER 
v. 
Forp Moron Company, UNIvERSAL CrepIt CORPORATION, ET 
AL., RESPONDENTS 





FINAL DECREE 


1. The United States of America filed its petition herein 
on November 7, 1938; each of the respondents appeared 
and filed its answer to such petition, and asserted the truth 
of its answer and its innocence Of any violation of law; the 
petitioner and the said respondents desire to avoid the ex- 
penses of a trial of the issues therein and the loss of time 
occasioned thereby ; no testimony having been taken, each 
of the respondents consented to the entry of this decree 
without any findings of fact, upon condition that neither 
such consent nor this decree shall be considered an admis- 
sion or adjudication that it has violated any statute; and 
the United States of America by its counsel having con- 
sented to the entry.of this decree and to each and every 
provision thereof, and having moved the court for this in- 
junction, 

Therefore, it is ordered, adjudged, and decreed as 
follows : 

2. That the court has jurisdiction of all persons and par- 
ties hereto; and for the purposes of this decree and pro- 





130 AUTO FINANCING LEGISLATION 


ceedings for the enforcement thereof, and for no other 
purpose, that the court has jurisdiction of the subject mat- 
ter hereof and the petition states a cause of action against 
the respondents under the Act of July 2, 1890, entitled ‘An 
Act to Protect Trade and Commerce Against Unlawful 
Restraints and Monopolies.’’ 

3. ‘‘Respondent Finance Company’’ as used in this de- 
eree shall include Universal Credit Corporation, Univer- 
sal Credit Company (a Delaware corporation), Universal 
Credit Company (an Indiana corporation), Universal 
Credit Company, Inc., Commercial Investment Trust Cor- 
poration, and Commercial Investment Trust Intorporated 
and their officers, directors, agents, and employees. ‘‘Man- 
ufacturer’’ as used in this decree shall include Ford Motor 
Company and its officers, directors, agents, and employees. 

4, The respondents, their officers, directors, agents, and 
employees, be and they are hereby enjoined from doing 
the acts hereby prohibited and to do the acts hereby 
directed. 

®). The following terms, as used in this decree, shall have 
the following meanings: 

(a) “‘Person’’ shall mean a person, firm, corpo- 
ration, or association. 

(b) ‘‘Dealer’’ shall mean a person who holds a 
franchise from, or approved by, the Manufacturer; 
that provides for the purchase at wholesale of new 
automobiles made by the Manufacturer; and who 
resells the automobiles at retail. 

(c) ‘Wholesale financing’? shall mean the ad- 
vancing by a finance company, as hereinafter de- 
fined, of money or credit to or for the account of a 
dealer to cover, in whole or in part, the cost of new 
automobiles ordered by the dealer at wholesale. 
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(d) ‘Retail financing” shall mean the purchase 
or other acquisition of retail time sales paper froin 
dealers by finance companies, as hereinafter defined. 

(e) ‘Finance charge’ shall mean the difference 
between the cash delivered price of an automobile 


and the price of that automobile when sold on an~ 


installment payment plan, including or not includ- 
ing (as the plan may provide) insurance for the 
retail purchaser. 

(f) ‘‘Finance company”’ shall mean a person en- 
gaged chiefly in wholesale financing or retail financ- 
ing, or both. 

(g) ‘‘Retail time sales paper” shall mean any 
conditional sale contract, ‘chattel mortgage, lease, 
note, or other instrument given to evidence or secure 
the obligation to pay the whole or any part of the 
price of automobiles sold by a dealer at retail. 

(h) “‘A finance company”’ or “‘any finance com- 
pany’’ shall include Respondent Finance Company. 

(t) ‘‘Registered finance. company”’ shall mean a 
finance company which shall be registered as pro- 
vided in subparagraph (3) of paragraph 6 of this 
decree including Respondent Finance Company if 
it be a registered finance company. 

(j) “Chrysler Corporation’? means Chrysler 
Corporation, a corporation of the State of Delaware, 
and its subsidiaries and successors, ‘‘General 
Motors Corporation’’ means General Motors Corpo- 
ration, a corporation of the State of Delaware, and 
its subsidiaries and successors, and ‘‘General 
Motors Acceptance Corporation’? means General 
Motors Acceptance Corporation, a corporation of 
the State of New York, and General Motors Accept- 
ance Corporation of Indiana, Incorporated, a 
corporation of the State of Indiana, and me sub- 
sidiaries and successors. 
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6. The Manufacturer: 

(a) Shall permit any finance company or other person 
to pay for any automobile shipped or otherwise delivered 
by the Manufacturer to any dealer, upon written spccific 
or continuing authority of the dealer ; 

(b) So long as the Manufacturer shall continue to give 
or assign to Respondent Finance Company, or any other 
finance company, any document of title or lien in respect 
of such automobiles, it shall not refuse, upon written 
request of any other finance company, to make available 
or assign to it similar documents of title or lien in respect 
of automobiles similarly shipped or delivered to the dealer 
and paid for by the finance company upon substantially 
similar terms and eonditions; 

(¢) So long as the Manufacturer shall continue to fur- 
nish Respondent Finance Company, or any other finance 
company, space for maintaining an office in any place of 
business of the Manufacturer, it shall not refuse, upon 
substantially equivalent terms and conditions and upon 
written request of any other finance company that extends 
Wholesale financing facilities to dealers operating under 
franchise of the Manufacturer, to furnish it space for 
maintaining an office in such place of business; provided 
that it shall not be a violation of this decree for the Man- 
ufacturer to furnish the same only to registered finance 
companies as defined in sub-paragraph (j) of this para- 
graph 6; 

(d) So long as the Manufacturer shall knowingly con- 
tinue to furnish to Respondent Finance Company, or any 
other finance company, the identity of or other informa- 
tion concerning dealers or prospective dealers, it shall not 
knowingly refuse to furnish corresponding information, 
upon substantially similar terms and conditions and upon 
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specific or continuing request as to identity and specific 
but noncontinuing request as to other information, to any 
other finance company whose territory includes the loea- 
tion of such dealer’s or prospective dealer’s place of busi- 
ness; provided that it shall not be a violation of this decree 
for the Manufacturer to furnish the same only to regis- 
tered finance companies as defined in sub-paragraph (J) 
of this paragraph 6, or only to a finance company desig- 
nated in writing to the Manufacturer by the dealer or 
prospective dealer; | 

(e) Except as provided by sub-paragraphs (j) and (k) 
of this paragraph 6, 


(i) the Manufacturer shall not establish any 
practice, procedure, or plan for the retail or whole- 
sale financing of automobiles for the purpose of 
enabling Respondent Finance Company or any 
other finance company or companics to enjoy a com- 
petitive advantage in obtaining the patronage of 
dealers through any service, facility, or privilege 
extended by the Manufacturer pursuant to such 
practice, procedure, or plan, if such-service, facility, 
or privilege, or a service, facility, or privilege cor- 
responding thereto, is not made available upon its 
written request to any other finance company upon 
substantially similar terms and conditions; and 

(ii) so long as the Manufacturer shall continue 
to afford any service, facility, or privilege not other- 
wise specifically refcrred to in this decree to re- 
spondent Finance Company or any other finance 
company or companies, it shall not refuse to afford 
similar or corresponding services, facilities, or privi- 
leges upon substantially similar terms and conditions 
and upon written request ‘to any other finance com- 
pany for the purpose of giving Respondent Finance 
Company or any other finance company or com- 
panies a competitive advantage in obtaining the 
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* patronage of dealers; provided that it shall not be 

a violation of this decree for the Manufacturer to 

afford such service, facility, or privilege only to 

registered finance companies as defined in sub- 

paragraph '(j) of this paragraph 6 or only to a 

finance company designated in writing to the 

Manufacturer by the dealer or prospective dealer; 

the written request shall specify in each instance the par- 
ticular service, facility, or privilege desired ; 

(f) The Manufacturer shall not give or make available 
or deny or threaten to deny to any dealer any service or 
facility, or discrininate among its dealers in any other 
manner, for the purpose ‘of influencing a dealer to patron- 
ize Respondent Finance Company or any other finance 
company, or registcred finance companies; 

(g) The Manufacturer shall not enter into or further 
eontinue any contract or agreement with any dealer (1) 
which provides that the dealer shall patronize only Re- 
spondent Finance Company or any other finance company 
selected by the Manufacturer or registered finance com- 
panies or (2) which requires the dealer to observe any 
plan for or rate of financing the purchase and sale of 
automobiles designated by the Manufacturer; 

(h) The Manufacturer shall not cancel or terminate any 
contract, franchise, or agreement with any dealer, or 
threaten to do so, because of failure of such dealer to 
patronize Respondent Finance Company, or any other 
finance company, or because of the failure of the dealer 
to patronize registered finance companies; 

(7) The Manufacturer shall not, except in each instance 
upon written request of the dealer or prospective dealer, 
arrange or agree with Respondent Finanee Company or 
any other finance company that an agent of the Manu- 
facturer and an agent of the finance company shall 
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together be present with any dealer or prospective dealer 
for the purpose of influencing the dealer to patronize Re- 
spondent Finance Company or such other finance com- 
pany; provided, however, that it shall not be a violation 
of this decree for the manufacturer to assist any dealer or 
prospective dealer, because of said dealer’s or prospective 
dealer’s financial situation or requirements, by joint con- 
ference with him and a representative of a particular 
finance company, to obtain special facilities or services 
(such term not including only the financing of the ship- 
ment or delivery of automobiles to such dealer or prospec- 
tive dealer and/or only the purchase or acquisition of retail 
time sales paper from him in the regular course of busi- - 
ness) from the particular finance company and, in part 
consideration of such special facilities or services, for 
such dealer or prospective dealer to arrange to do business 
with such finance company on an exclusive basis for a 
reasonable period of time as may be agreed between them; 

(j) As used in this decree the word ‘‘registered’’ as 
applied to a finance company means a finance company 
that shall have done the following things and shall have | 
filed a statement that meets the following requirements: 

1. The statement shall be signed and acknowledged by 
the finance company and sworn to by an officer thereof, 
and shall have been filed in this proceeding and a copy 
thereof certified by the clerk shall have been served on the 
Manufacturer. 

2. The finance company shall not in any manner have 
withdrawn the statement or rendered it ineffective. 

3. The court shall not have made an order to the effect 
that the finance company shall cease to be a registered 
finance company; or, if so, the finance company shall have 
obtained an order reinstating it as a registered finance 
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company, or otherwise shall have become again a registered 
finance company. 
4, The statement shall be in the following form: 


To Ford Motor Company (hereinafter called the 
‘‘Manufacturer’’): : 

(A) This statement is made pursuant to sub- 
paragraph (j) of paragraph 6 of a decree of the 
United States District Court for the Northern Dis- 
trict of Indiana, in a cause entitled “‘Untted States 
of America vs. Ford Motor Company, et al., ”? dated 
November ié, 1938. 

(B)-The undersigned finance company, in acquir- 
ing retail time sales paper, arising from sales of 
aiitoriobiles from dealers of the Manufacturer, 
wherever located, will conform to the following 
rules: | 

(1) If the finance company acquires retail time 
sales paper from a dealer of the Manufacturer on 
a finance plan which includes insuranec to be ar- 
ranged for by the finanee company, the finance com- 
pany shall (unless the insurance company to which 
the risk is submitted deelines to write the risk) 
arrange for such insurance as the dealer represents 
to the finance company is to be arranged for by 
it and shall mail or cause to be mailed to the buyer 
a policy or certificate of insurance so arranged for 
within twenty-five days after the finanee eompany 
acquires such retail time sales paper. Such policy 
or certificate shall recite the character of the eover- 
age and the amount of the insurance premium; 

(2) The finance company will not require or ae- 
copt assigmments of wages or salaries, or garnish 
wages or salaries to collect deficiency judements in 
respect of automobiles sold for less than $1,000 and 
for private and non-commereial use unless, prior 
to repossession, it has requested the buyer to return 
the automobile to it and he has not done so; 
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(3) The finance company will not take any defi- 
ciency judgment where the retail purchaser of an 
automobile, sold for private and non-commercial 
use, has paid at least 50% of his note or other obliga- 
tion, and will not collect from any retail purchaser 
of an automobile, through deficiency or other judg- 
ments, any amount in excess of its actual losses and 
expenses upon the failure of such purchaser to pay 
his note or other obligation, and will pay to or credit 
to the account of such purchaser any surplus over 


_ the amount owing by him on his note or other obliga- 


tion which the finanee company or its nominec or its 
affiliated or subsidiary company may realize on the 
purchaser’s note or other obligation and the auto- 
mobile or any other security therefor ; 

(4) The finance company wi!] not assign or trans- 
fer ‘any retail time sales papcr owned or held by 
it to any other person, except a dealer from whom 
the finance company acquired the paper on a full 
recourse basis ritther than upon a non-recourse basis 
or upon the dealer’s agrecment to repurchase the 
automobile if repossessed, without limiting the 
rights, and creating an obligation in its assignee 
and his successors in interest, to proceed against 
the retail buyer only in the manner and to the extent 
that the finance company is authorized to proceed 
hereunder ; : 

(5) The finance company will not make a higher 
charge, for granting an extension or rcwriting a 
transaction, than the approximate pro-rata equiva- 
lent of the original finance charge, or charge more 
than 5 per cent. of the delinquent installments for 
reinstating a delinquent account or charge more 
than its out-of-pocket expense plus a reasonable 
mount for the time of its employees as collection or 
repossession expenses ; 

(6) The finance company will not require the 
dealer to take a chattel mortgage or other lien on 
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property other than the automobile purchased, as 
additional security for the payment for such auto- 
mobile sold for private and non-commercial use ; and 
will not accept an assignment from the dealer of 
such a chattel mortgage or other lien; 

(7) The finance company will not represent to 
any person that it is, in any way, connected or affili- 
ated with the Manufacturer, or that it has been 
approved, recommended, or endorsed by the Manu- 
facturer, or in any way ascribe to the Manufacturer 
or its dealers responsibility for, or authorization of, 
its acts; but this shall not prevent the finance com- 
pany from stating if that be the case that it isa 
registered finance company, and at any time when a 
plan adopted by the Manufacturer is in effect this 
shall not prevent the finance company from stating 
if that be the case that it is a registered finance com- 
pany and is offering financing service in accord- 
ance with the plan; 

(8) The finance company will not intentionally 
do anything injurious to the good will of the Manv- 
facturer or to the reputation of its products, or to 
the good will of its dealers except as may result 
from the assertion of any legal or contractual 
rights; 

(9) The finance company will not without the 


consent of the Manufacturer disclose to any com- 


petitor of the Manufacturer information which it 
shall have received from the Manufacturer; 
(10) The finance company will disclose to the 


purchaser whatever information is required to be 


disclosed by, and will otherwise comply with, any 
further order of the court entered pursuant to 
paragraph 8 of the decree hereinbefore mentioned; 

(11) The finance company will not violate any 
other reasonable rule hereafter from time to time 
established by the Manufacturer, approved by the 
Department of Justice of the United States and 


=> om — a eee 


AUTO FINANCING LEGISLATION 139 


incorporated herein by the further order of the 
United States District Court for the Northern 
District of Indiana, after notice by registered mail 
to all registered finance companies and notice in 
such form as the court may determine to be reason- 


-able to other finance companies and interested 


parties and an opportunity for hearing to the per- 
sons so notified. . 

(C) The area within which the finance company 
conducts its business is: (insert either ‘“‘the United 
States’? or the names of specific states, counties or 
cities), and notwithstanding the designation of an 
area, the finance company nevertheless will comply 
with clause (B) in all areas in which it may now or 
hereafter do business with dealers of the Manu- 
facturer. 

(D) This statement is filed on behalf of, and shall 
bind, the undersigned finance company and all 
finance companies owned or controlled by the un- 
dersigned finance company, and all finance com- 
panies which own or control the undersigned finance 
company or are under common ownership or control 
with it. 

(E) The address of the finance company’s prin- 
Clpal OMCE 1832.5 Sis a tee pe eee ee 


BY eee eee ee , President 
Attest 
See ea eae, Secretary 
STATE OF 2 .ceeeseteese uc : 
County of ---------------- , 88: 
On this -.._---- day OF soi ccehsscese i |: aa 


personally appeared before me, a notary public, 
A eee eee , to me known and known 
to me to be the person who executed the foregoing 
statement, and who by me being duly sworn ac- 
knowledged and deposed that he is -------- Presi- 
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‘dent of said Corporation; that he executed. the fore- 
going statement on its behalf; that he executed said 
statement by authority of the ‘Board of Directors of 
said corporation and that the seal of said corpora- 
tion was thereunto affixed by like authority. 


a ene rere ae ee eee Perce ee Notary Public. 
STATE OF So.cesoc-ce see ce P 
County OF snaaceseendeesue , 88: 
eee a eee eee eet eeee , being duly 
sworn, deposes and says that he is an officer, to wit 
Herstesosus os OF aoe soe ie eee bee esaesess 


the finance company which executed the foregoing 
statement, and that said statement is in all respects 
true. 


Obs ee ee 2 |! aoe 

Re ee ee , Notary Public. 
(Appropriate changes to be made for finance 

eompanies which are not corporations. ) 

5. Any registered finance company may file with the | 
euult a notice in writing of its withdrawal of its sworn 
statement above mentioned, and serve upon the Manufac- 
turer a copy of said notice, certified by the Clerk of the 
Court, and ninety days after such service, or at such later 
date as may be stated in the notice, the finance company 
shall cease to be a registered finance company and the 
Manufacturer shall notify its dealers that such finance com- 
pany has ceased to he a registered finance company. 

6. The Mannfacturer shall notify each finance company, 
Which makes written specific or continuing request there- 
for, by registered mail of every additional rule which is 
incorporated in the sworn statement as provided in sub- 
division (11) of clause (B) of sub-paragraph (j) of this 
paragraph 6. The notice shall set_forth;the provisions of 
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the rule and the date, not less than thirty days after the 
date of mailing the notice, upon which the rule shall go 
into effect. Any registered finance company so notified 
may before that date file with the court notice in writing 
setting forth that it withdraws its sworn statement be- 
cause it does not intend to be bound by said rule, and serve 
upon the Manufacturer a copy of said notice certified by 
the Clerk of the Court, and thereupon the finance company 
at once and without lapse of any time shall cease to be a 
registered finance company and the Manufacturer shall no- 
tify its dealers that said finance company has ceased to be 
a registered finance company. 

7. The Petitioner, the Manufacturer, or any registered 
finance company shall be entitled to make application to 
the court for an order herein finding and adjudging that 
a registered finance company has failed to comply with its 
sworn statement, and jurisdiction of this cause is reserved 
for the entry of orders upon such applications as the facts 
and justice may require (after such notice and hearing as 
the court may direct) suspending or revoking the registra- 
tion of any registered company or dismissing the applica- 
tion. If the order shall provide that such finance company 
shall cease to be a registered finance company indefinitely, 
the finance company may, not less than six months there- 
after, apply to the court for an order reinstating it as a 
registered finance company, and jurisdiction of this cause 
is reserved to grant or deny such application, or grant it 
upon such terms and conditions, if any, as the court may 
determine for the purpose of assuring further compliance | 
with such finance company’s sworn statement. Upon the 
entry of an order finding that a finance company has failed 
to comply with its sworn statement, as aforesaid, if the 
Manufacturer shall have made the application for such an 
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order, or upon service upon the Manufacturer of a copy 
of said order certified by the Clerk of the Court if another 
party shall have made such application, the Manufacturer 
shall notify its dealers of the entry and the terms of such 
order and shall treat said company as a company that is 
not a registered finance company or as the order of the 
court may require. 

8. Withdrawal of its sworn statement by a registered 
finance company and any order suspending or revoking 
the registration of any registered company or dismissing 
the application shall be applicable to all finance companies 
embraced by the sworn statement under clause (D) 
thereof. 

9. Service of all papers hereinbefore required to be 
made upon the manufacturer shall be made personally 
upon an officer of the Manufacturer, or by registered mail 
to the Manufacturer, at its principal office now located in 
Dearborn, Michigan. 

10. Service of all papers upon a finance company pur- 
suant to this decree shall be made personally or by regis 
tered mail addressed to it at its principal office as shown in 
its statement. 

(k) The Manufacturer shall not recommend, endorse, 
or advertise the Respondent Finance Company or any 
other finance company or companies to any dealer or to the 
public; provided, however, that nothing in this decree con- 
tained shall prevent the Manufacturer in good faith: 

(1) From adopting from time to time a plan or 
plans of financing retail sales of new automobiles 
made by the Manufacturer or from time to time 
withdrawing or modifying the same; 

(2) From recommending to its dealers the use of 
such plans; 

(3) From advertising to the publie and recon 
mending the use of such plans. 


AUTO FINANCING LEGISLATION 143 


1. The Manufacturer shall notify each finance company, 
which makes written specifie or continuing request there- 
for by registered mail, of every plan and modification 
thereof that the Manufacturer.shalk adopt. The notice 
shall set forth the provisions of the plan or modification 
and the date, not less than thirty days after the date of 
mailing the notice, upon which the plan or modification 
shall go into effect. 

2. Nothing in this decree shall prevent the Manufac- 
turer from obtaining such assurances as it may desire 
from one or more finance companies before or after adop- 
tion of any plan or modification that it or they will make 
such plan or modification available for at least a specified 
period of time; provided, however, that the Manufacturer 
may not give such finance company or finance companies, 
as consideration for such assurances, any consideration 
prohibited by this decree. 

3. The adoption or modification of any plan under this 
sub-paragraph (k&) shall not preclude any aggrieved 
finance company or any other aggrieved person who con- 
siders that such plan or modification constitutes an unrea- 
sonable restraint of trade or commerce in automobiles 
under the Sherman Anti-trust Law from applying to this 
court to vacate such plan, and the court reserves jurisdic- 
tion to make an order upon such application approving 
or vacating such plan, upon the execution of proper bond 
against damages for an order of vacation subsequently 
reversed or vacated. 

(1) The Manufacturer shall not use-any information 
obtained from any dealer, his agents, representatives, 
servants, and employees, either directly by examination or 
inspection of his books or records, or through financial, 
operating or other statements or reports or otherwise, nor 
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shall it require disclosure of any such information, for the 
purpose of influencing such dealer to patronize Respond- 
ent Finance Company or any other finance company or 
group of finance companies. Nothing herein contained 
shall apply to the disclosure or use of any information at 
the dealer’s written request or for the purpose of assisting 
the dealer, at his specific written request, to obtain whole- 
sale or retail financing or special facilities or services from 
Respondent Finance Company or any other finance com- 
pany designated by the dealer in such written request. 

7. The Respondent Finance Company: 

(a) Shall not represent in any manner to any dealer 
that the Manufacturer requires him to patronize Respond- 
ent Finance Company, or that his failure to do so will 
result in the cancellation or termination by the Manufac- 
turer of his contract, franchise or agreement, or in the loss 
of any advantage, service or facility furnished by the 
Manufacturer, or that Respondent Finance Company can 
obtain from the Manufacturer any facility, service or 
privilege which is not available to any other finance com- 
pany, except (if Respondent Finance Company is a regis- 
tered finance company) such services, facilities or privi- 
leges as result from the registration of a registered finance 
company, under paragraph 6 of this decree; 

(b) Until further order of this court pursuant to para- 
graph 8 hercof, shall pay to every dealer who ceases to do 
business with it the amount of all reserves standing to the 
credit of such dealer, less any off-setting indebtedness of 
such dealer, such payment to be made not later than thirty — 
(30) days after liquidation of all of the retail paper 
acquired from such dealer, and shall comply with any pro- 
visions relating thereto contained in any further decree 
entcred pursuant to pararaph 8 of this decree; 
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(c) Shall not enter into any eontract, agreement or 
understanding with any dealer, in connection with whole- 
sale financing for which a separate charge is not made, 
which requires the dealer to’ deal with Respondent Fi- 
nance Company in respect of retail financing of automo- 
biles not finaneed at wholesale by Respondent Finance 
Company ; ; 

(d) Shall not, except upon written request of the dealer 
or prospective dealer, arrange or agree with the Manu- 
facturer that an agent of the Manufacturer and an agent 
of Respondent Finance Company shall together be present 
with any dealer or prospective dealer for the purpose of 
influencing the dealer or prospective dealer to patronize 
Respondent Finance Company; provided, however, that it 
shall not be a violation of this decree for Respondent 
Finance Company by joint conference with a dealer or 
prospective dealer and a representative of the Manufac- 
turer to agree to furnish to such dealer or prospective 
dealer, because of his financial situation or requirements, 
special facilities or services (such term not including only 
the financing of the shipment or delivery of automobiles to 
such dealer or prospective dealer and/or only the purchase 
or acquisition of retail time sales paper from him in the 
regular course of business) and in part consideration of 
such special facilities or services to arrange for the dealer 
or prospective dealer to do business with Respondent 
Finance Company on an exclusive basis for such reason- 
able period of time as may be agreed between them. 

8. In the event that a final decree not subject to further. 
review is entered by a court of competent jurisdiction in 
any proceeding hereafter instituted by the United States 
against General Motors Corporation and General Motors 
Acceptance Corporation, granting relief to the Government 
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against said corporations upon allegations substantially 
identical with the allegations in Paragraph 18 of Sec- 
tion III of the petition herein, then and in that event 
the court shall have jurisdiction to enter its supplemental 
decree herein granting such relief, if any, against the Re 
spondent Finance Company, or any of them, with respect 
to the allegations of said paragraph of the petition, as 
justice may then require. Such proceeding shall be upon 
application of the United States and upon proper notice 
and opportunity for hearing to the respondents and the 
presentation of evidence (including evidence with respect 
to the other acts and practices of the Respondent Finance 
Company and the Manufacturer alleged in the petition 
and evidence of the acts and practices of other finance conm- 
panies and the volume of business done by them) relevant 
in determining the legality under the Sherman Anti-trust 
Law of the acts and practices of the Respondent Finance 
Company alleged in Paragraph 18 of Section III of the 
petition and established before the court, considered in 
combination with any other acts and practices of the Re- 
spondent Finance Company and the Manufacturer alleged 
in the petition and established before the court, and rele- 
vant in determining what further decree, if any, 1s neces- 
sary in addition to this decree in order to require Respond- 
ent Finance Company thereafter to conduct its business 
in accordance with the Sherman Anti-trust Law in respect 
of the acts and practices alleged in said paragraph, reserv- 
ing to each of the Respondent Finance Company the right 
to present all defenses in law or fact as to any of the mat- 
ters tendered by the Government in such proceeding which 
would he open if this decree had not been entered, pro- 
vided, however, that such supplemental decree shall be sub- 
ject to review as fully as though entered as the final decree 
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in an original non-jury action and shall be vacated upon 
motion of any party if not so reviewable. 

9. The respondents shall not in combination or con- 
spiracy do any act which this decree forbids or omit any 
act which this decree requires. 

10. Upon complaint by the petitioner that any respond- 
cnt has failed to comply with the provisions of the fore; 
going sub-paragraphs (e), (f), (2), and (1) of paragraph 
6, or of sub-paragraph (d) of paragraph 7 of this decree, 
and the defense of such respondent that the act or acts 
complained of were not done for the forbidden purpose or 
purposes, the burden shall be upon such respondent to 
prove that the act complained of was done for a purpose 
not forbidden. 

11. The Manufacturer shall mail a copy hereof to its 
dealers, regional and district managers and field repre- 
sentatives in the continental United States and Respondent 
Finance Company shall mail a copy hereof to its zone, 
regional, and branch managers in the continental United 
States; and said Manufacturer and Respondent Finance 
Company respectively shall within thirty (30) days after 
ihe entry of this decree file with this court an affidavit or 
afidavits showing the manner in which they severally shall 
have complied with this provision hereof. 

12. The Respondent Finance Company shall not pay to 
any automobile manufacturing company and the Manu- 
facturer shall not obtain from any finance company any 
inoney or other thing of value as a bonus or coimmission 
im account of retail time sales paper- acquired by the 
finance company from dealers of the Manufacturer. The 
Manufacturer shall not make any loan to or purchase the 
securities of Respondent Finance Company or any other 
finance company, and if it shall pay any money to Re- 
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spondent Finance Company or any other finance company 
with the purpose or effect of inducing or enabling such 
finance company to offer to the dealers of the Manufac- 
turer a lower finance charge than it would offer in the 
absence of such payment, it shall offer in writing to make, 
and if such offer is accepted it shall make, payment upon 
substantially similar bases, terms and conditions to every 
other finance company offering such lower finance charge; 
provided, however, that nothing in this paragraph con- 
tained shall be construed to prohibit the Manufacturer 
from acquiring notes, bonds, commercial paper, or other 
evidence of indebtedness of Respondent Finance Company 
or any other finance company in the open market. 

It is an express condition of this decree that notwith- 
standing the provisions of the preceding paragraph of this 
paragraph 12 and of any other provisions of this decree, 
if an effective final order or decree not subject to further 
review shall not have been entcred on or before January 1, 
1941, requiring General Motors Corporation permanently 
to divest itself of all ownership and control of General 
Motors Acceptance Corporation and of all interest therein, 
then and in that event, nothing in this decree shall pre- 
clude the Manufacturer from acquiring and retaining 
ownership of and/or control over or interest in any finance 
company, or from dealing with such finance company and 
with the dealers in the manner provided in this decree 
or in any order of modifieation or suspension thereof en- 
tered pursuant to paragraph 12a. The court, upon appli- 
cation of the respondents or any of them, will enter an 
order or decree to that effect at the foot of this decree, and 
the right of any respondent herein to make the adpplica- 
tion and to obtain such order or decree is expressly con- 
ceeded and granted. 
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12a. It is a further express condition of this decree that: 


(1) If the proceeding now pending in this court 
against General Motors Corporation instituted by 
the filing of an indictment by the Grand Jury on 
May 27, 1938, No. 1039, or any further proceeding 
initiated by reindictmcnt of General Motors Cor- 
poration for the same alleged acts, is finally termi- 
nated in any mapiner or with any result except by 
a judgment of conviction against General Motors 
Corporation and General Motors Acceptance Cor- 
poration therein, then and in that event, every pro- 
vision of this decree except those contained in this 
sub-paragraph (1) of this paragraph 12a of this 
decree shall forthwith become inoperative and be 
suspended, until such time as restraints and require- 
ments in terms substantially identical with those 
imposed herein shall be imposed upon General 
Motors Corporation and General Motors Acceptance 
Corporation and their subsidiaries either (a) by 
consent decree, or (b) by final decree of a court of 
competent jurisdiction not subject to further re- 
view, or (c) by decree of such court which although 
subject to further review continues effective. The 
court reserves jurisdiction upon application of any 
party to enter orders at the foot of this decree in 
accordance with the previsions of this paragraph. 

(2) A general verdict of guilty returned against | 
General Motors Corporation in said proceeding, 
followed by the entry of judgment thereon, shall be 
deemed to be a determination of the illegality of 
any agreement, act or practice of General Motors 
Corporation which is held by the trial court, in its 
instructions to the jury, to constitute a proper basis 
for the return of a general verdict of guilty. A 
special verdict of guilty returned against General 
Motors Corporation in said proceeding, followed by 
the entry of judgment thereon, shall be deemed to 
constitute a determination of the illegality of any 
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agreement, act or practice of General Motors Cor- 
poration which is the subject of such special verdict 
of guilty. A plea of guilty or nolo contendere by 
General Motors Corporation, followed by the entry 
of judgment of conviction thereon, shall be deemed 
to be a determination of the illegality of any agree 
ment, act or practice which is the subject matter of 
such plea. The determination, in the manner pro- 
vided in this clause, of the illegality of any agree 
ment, act or practice of General Motors Corpora- 
tion shall (for the purposes of clause (3) of this 
paragraph) be considered as the equivalent of 4 
decree restraining the performance by General 
Motors Corporation of such agreement, act or prat- 
tice unless or until such judgment is reversed, or 
unless such determination is based, in whole or in 
part, (a) upon the ownership by General Motors 
Corporation of General Motors Acceptance Cor- 
poration, or (b) upon the performance by General 
Motors Corporation of such agreement, act or praet- 
tice in combination with some other agreement, act 
or practice with which the respondents are not 
charged in the indictment heretofore filed against 
them by the Grand Jury on May 27, 1938, No. 104]; 

(3) After the entry of a consent decree against 
General Motors Corporation, or after the entry of 
a litigated decree, not subject to further review, 
against Gencral Motors Corporation by a court of 
the United States of competent jurisdiction, oF 
after the entry of a judgment of conviction against 
General Motors Corporation in the proceeding here- 
inbefore referred to, or after January 1, 190 
(whichever date is earliest), the court upon appl: 
cation of any respondent from time to time will 
enter orders: 

(i) suspending each of the restraints and require 
ments contained in sub-paragraphs (d) to (f) and 
(h) to (1), inclusive, of paragraph 6 of this decree 
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to the extent that it is not then imposed, and until 
it shall be imposed, in substantially identical terms, 
upon General Motors Corporation and its subsidiar- 
ies, and suspending each of. the restraints and 
requirements contained in sub-paragraphs (a), (c) 
and (d) of paragraph 7 of this decree to the extent 
that it is not imposed and until it shall be imposed 
in substantially identical terms, upon General 
Motors Acceptance Corporation and its subsidi- 
aries, either (w) by consent decree, or (x) by final 
decree of a court of competent jurisdiction not sub- 
ject to further review, or (y) by decree of such 
court which, although subject to further review, 
continues effective, or (z) by the equivalent of such 
a decree as defined in clause (2) of this paragraph; 
provided, however, that if the provisions of a con- 
sent or litigated decree against General Motors Cor- 
poration and its subsidiaries corresponding to sub- 
paragraphs (j) and (k) of paragraph 6 of this 
decree are different from said sub-paragraphs of 
this decree, then upon application of the respond- 
ents any provision or provisions of said sub-para- 
graphs will be modified so as to conform to the corre- 
sponding provisions of such General Motors Cor- 
poration decree; 

(ii) suspending each of the restraints and 
requirements contained in the remaining sub-para- 
graphs (a), (0), (c) and (g) of paragraph 6 to the 
extent that it ig not then imposed, and until it shall 
be imposed, upon General Motors Corporation and 
its subsidiaries in any manner specified in the fore- 
going sub-clause (1) of clause (3), if any respond- 
ent shall show to the satisfaction of the court that 
Genera] Motors Corporation or its subsidiaries is 
performing any agreement, act or practice prohib- 
ited to the Manufacturer by said remaining sub- 
paragraphs, and suspending each of the restraints 
and requirements contained in sub-paragraph (6) 
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-of paragraph 7 of this decree to the extent that it is 
not imposed, and until it shall be imposed, upon 
‘General Motors Acceptance Corporation and its 
subsidiaries in any said manner, if any respondent 
shall show to the satisfaction of the court that Gen- 
eral Motors Acceptance Corporation is performing 
any agreement, act or practice prohibited to Re 
spondent Finance Company by said sub-paragraph 
(6) of paragraph 7; 

(iii) suspending the restraints of sub-paragraph 
(d) of paragraph 7 of this decree as to Respondent 
Finance Company, in the event that the restraints 
of sub-paragraph (1) of paragraph 6 of this decree 

. are suspended as to the Manufacturer. 

(4) The right of the respondents or any of them 
to make any application for suspension of any pro- 
vision of this decree in accordance with the 
provisions of this paragraph and to obtain such 
relief is hereby expressly granted. 

In the event that at any time prior to the date when 
General Motors Corporation has permanently divested 
itself of all ownership and control of and interest in Gen- 
eral Motors Acceptance Corporation, General Motors Ae- 
ceptance Corporation shall make available to dealers of 
General Motors Corporation in any area a finance charge, 
on all or any class of automobiles sold by dealers of Gen- 
eral Motors Corporation, less than the finance charge then 
generally available to dealers of the Manufacturer within 
such area, nothing in this decree shall prevent the Manu- 
facturer from making, and the Manufacturer may make, 
adjustments, allowances, or payments to or with all of its 
dealers in such area who agree to reduce to an amount 
approved by the Manufacturer (but not less than that then 
made available by General Motors Acceptance Corpora- 
tion) the finance charges which such dealers of the Manu- 
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facturer in such area receive from any class of retail 
purchasers of automobiles, provided that such adjustments, 
allowances or payments shall ae discriminate among such 
dealers in such area. 

13. This decree shall not be pleaded in bar by the respond- 
ents in any action under the Anti-Trust laws instituted by 
the petitioner against them or any of them in this court or 
in a court in any other judicial district as to matters 
arising after the entry of this decree; provided, however, 
that this paragraph shall not apply to matters which are 
covered by this decree or which form a part of the cause of 
action herein or which are a continuance or repetition of 
acts or practices in which the respondents now engage 
which form a part of the cause of action herein. 

14. Jurisdiction of this cause is retained for the purpose 
of enabling any of the parties to this decree to make ap- 
plication to the court at any time for such further orders 
and directions as may be necessary or appropriate in rela- 
tion to the construction of or carrying out of this decree, 
for the modification thereof (including, without limitation, 
any modification upon application of the respondents or 
any of them required in order to conform this decree to 
any Act of Congress enacted after the date of entry of this 
decree), for the enforcement of compliance therewith, the 
punishment of violations thereof, and the carrying out of 
the provisions of sub-paragraphs (j) and (k) of para- 
graph 6 hereof, and the October 1938 Term of this court 
is hereby extended indefinitely for such purposes. 

15. It is hereby further provided that if it shall appear . 
to the court upon application of any respondent that, (A) 
in any twelve (12) months’ period after the date of entry 
of this decree, any present or future competitor of the 
Manufacturer other than General Motors Corporation or 
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Chrysler Corporation shall have sold in the United States, 
or any State thereof, a quantity of automobiles that shall 
equal or exceed 25% of the automobiles sold by the Manu- 
facturer in the United States or said State in said period, 
and (B) that such competitor is doing or engaging in any 
of the acts, practices, procedures or things then prohibited 
hereunder or is failing to do or engage in any act, practice, 
procedure or thing required hereunder, and (C) that the 
doing or engaging in of said acts, practices, procedures or 
things, or the omission of them, as the case may be, by such 
competitor has resulted or threatens to result in placing 
the Manufacturer at a competitive disadvantage in the sale 
of automobiles as against such competitor, and (D) that 
the petitioner herein has not obtained or is not proceeding 
with due diligence by civil or criminal proceedings to obtain 
an adjudication of the illegality of such acts, practices, 
procedures or things so performed or engaged in, or 
omitted to be performed or engaged in, as the case may be, 
under the Anti-Trust Laws, the court upon application of 
the respondents or any of them will enter its further order 
and decree providing that the provisions of this decree 
not so imposed upon or sought to be adjudicated against 
such competitor shall be inoperative and that they shall 
have no future force or effect in the United States or said 
State, as the case may be, and the right of the respondents 
to make such applications and to obtain such relief is 
hereby expressly granted. : | 

It is hereby further provided that if it shall appear to 
the court upon application of any respondent that (A) in 
any twelve (12) months’ period after the date of entry of 
this decree any present or future competitor of Respond- 
ent Finance Company other than Genera] Motors Accep- 
tance Corporation or Commercial Credit Company shall 
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have financed the retail sale of a quantity of automobiles 
in the United States or any State thereof that shall equal 
or exceed 25% of the automobiles the sale of which was 
financed by Respondent Finance Company in the United 
States or said State in said period, and (B) that such com- 
petitor is doing or engaging in any of the acts, practices, 
procedures or things then prohibited hereunder or is fail- 
ing to do or engage in any act, practice, procedure or thing 
required hereunder, and (C) that the doing or engaging 
in of said acts, practices, procedures or things, or the 
omission of them, as the case may be, by such competitor 
has resulted or threatens to result in placing the Respond- 
ent Finance Company at a competitive disadvantage in 
financing the sale of automobiles as against such competi- 
tor, and (D) that the petitioner herein has not obtained 
or is not proceeding with due diligence by civil or criminal 
proceedings to obtain an adjudication of the illegality of 
such acts, practices, procedures or things so performed or 
engaged in, or omitted to be performed or engaged in, 
as the case may be, under the Anti-Trust Laws, the court 
upon application of the responderts or any of them will 
enter its further order and decree providing that the pro- 
visions of this decree not so imposed upon or sought to be 
adjudicated against such competitor shall be inoperative 
and that they shall have no future force or effect in the 
United States or said State, as the case may be, and the 
right of the respondents to make such applications and 
to obtain such relief is hereby expressly granted. 

16. Nothing in this decree shall limit the control by the 
Manufacturer of a subsidiary or limit the control by Re- 
spondent Finance Company of any subsidiary or affiliated 
company. | 
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17. Whenever obligations are imposed upon the re 
spondents by the laws or regulations of any state with 
which the respondents by law must comply in order to do 
business in such state, the court upon application of the 
respondents or any of them will from time to time enter 
orders relieving the respondents from compliance with any 
requirements of this decree in conflict with such laws or 
regulations, and the right of the respondents to make such 
applications and to obtain such relief is expressly granted. 

18. After four years after the date of the entry of this 
decree any respondent may apply to the court to vacate this 
decree or any supplemental decree entered pursuant to 
paragraph 8 hereof or to vacate or modify any provision 
thercof on the ground that the commission or omission of 
any of the agreements, acts or practices herein prohibited 
or required, under the economic or competitive conditions 
existing at the time of such application, does not consti- 
tute an unreasonable restraint of trade or commerce among 
the states in automobiles within the meaning of the Sher- 
man Anti-trust Law as amended to the date of such appli- 
cation, regardless of whether or not such economic or com- 
petitive conditions are new or unforeseen. Jurisdiction of 
this cause is retained for the purpose of granting or deny- 
ing such applications as justice may require and the Oc- 
tober 1938 Term of this court is hereby extended indefi- 
nitely for such purpose and the right of the respondents 
to make such applications and to obtain such relief is ex- 
pressly granted. The provisions of this paragraph are 
in addition to, and not in limitation of, the provisions of 
any other paragraph of this decree. 

19. This decree shall have no effect with respect to re- 
spondents’ acts and operations without the continental 
United States or to their acts and operations within the 
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continental United States relating, exclusively, to acts and 
operations without the continental United States. 

20. This decree shall go into effect one hundred and 
twenty days after the date of entry hereof, except as to the 
provisions of paragraphs 8, 11, and 12 hereof, which said 
paragraphs shall take effect as therein provided. 

THos. W. Siick, District Judge. 

Daten: NovEMBER 15, 1938. 
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IN THE UNITED STATES DISTRICT COURT 
FOR THE NORTHERN DISTRICT OF INDIANA 


SOUTH BEND DIVISION 


UNITED STATES OF AMERICA, 
Complainant, 


-vVs- Civil Action No. 8 
FORD MOTOR COMPANY, COMMERCIAL I- 
VESTMENT TRUST CORPORATION, COMMERCIAL 
DVeSTMANT TRUST, INC., UNIVERSAL 
CREDIT CORPORATION, UNIVERSAL CREDIT 
COMPANY OF DELAWARE, UNIVERSAL CREDIT 
COMPANY OF INDIANA, AND UNIVERSAL 
CReDIT COMPANY, ic., 


Respondents. 


ee Nee Sage Mae Mme meee Meet Ve Mt Mgt Meet ree Magee Magy Mage eget 


ORDEX MODIFYING FIOIAL DECREE 


OF NOVEMSER 15, 1938, AS AMENDED 


At a session of said Court, held in the 
Federal Building, South Bend, Indiana, 
on the 19th day of January 1953. 


PRESENT: Honorable Luther W. Swygert 


District Judse 


This matter having come on to be heard on motion of con- 
plainent United States Government and motion of respondent Ford 
Motor Company, and the Court being fully advised in the premises 
and with the consent of couneel for the United States Government, 
of counsel for respondent Ford Motor Compeny, and of counsel for 
respondents Commercial Investment Trust Corporation, et al., 

IT IS HEREBY ORDERED, ADJUDGED, AND DECREED that: 

1. The part of gaid motion of complainant to terminate 
the suspension of and to restore and 43 found to ve restored to 
full force and effect the provisions of cuvparagraph (1) of para- 
greph 6, of the final decree dated November 15, 1933, as amended, 
be and the same hereby is cranted, end said subparagraph (1) is 


hereby modified as hereinafter set forth. 
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2. The part of said motion of comzleirent to teruinste 


the suspension of and to restore arc be found to te restsret to 


full forse and effect the provisions of sutreresrerzs ({e, exe (=, 
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3. The Motion of restoncent Ford Motor Conr 
the same heresy is frented as follows: 

4, The provisions of sucpererracr (e€) of terarre «7% of 
gaic finel decree herein be end the stme are moiifiet tr insertin 
tefore the semicolon at the erd thereof the follmwine: "ts the 
extent and uncer the circumstence3 hereinafter set fortn” 

5. The provisions of sutterarrecn (t) of cerecrern 72 of 
seic final decree herein be and the sane nerety ere motifiel =; 
rrovicing thet at any time a vrocecure for payment of wi.clezc le 
sripments by finance compenies enueered in tne wholesele finencing 
Z automobiles substentially sinilar to the procedure etterhed to 
tne Final Jucmment in United States of Americe vs. Senerel Motors 
-rporetion, Generel Motors Acceptance Corrorstion, end Jerersl 
“e.crs Seles Corporetion, Civil No. 2177 in the District Court 32 
the United Stetes for the Northern District of Illinois, Eestern 
~:7ision, reference to which is contained in tarerzrech Iv(c) of 
7.20 Final Judgement, or eny modification thereof which my then 
ve in effect, or any other procedure eprroved by this court after 
sixty deys* notice to the Attorney Gererel ani an ovvortunity to 
2@ heard, desimmed to produce a substantiell; siniler result, snell 
7@ deemed to constitute comolience with this vcerecvrech, trag mesine 
“aie gutrerecrark reac es follows: 
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the finance company upon substantially similar terms 
and conditions; provided, however, that at any time 
a procedure substantially similar to the procedure 
attached to the Final Judgment in United States of 
America vs. General Motors Corporation, General 
Motors Acceptance Corporation, and General Motors 
Sales Corporation, Civil No. 2177, in the District 
Court of the United States for the Northern District 
of Illinois, Eastern Division, reference to which is 
made in paragraph IV(b) of said Final Judgment, or 
any modification thereof which may then be in effect, 
or any other procedure approved by this court after 
sixty days' notice to the Attorney General and an 
opportunity to be heard, designed to produce a sub- 
stantially similar result, shall be deemed to con- 
stitute compliance with this paragraph." 


6. The provisions of Subparagraph (c) of paragraph 6 
of said final decree be and the same hereby are modified by strik- 
ing the words "place of business" where they first occur, and in- 
serting in lieu thereof the words "manufacturing or assembly plant”, 
by striking the words "place of business" where they next occur and 
inserting in lieu thereof the word "plant", and by inserting before 
the semicolon at the end of said subparagraph the phrase "or only 
to finance companies which extend wholesale financing facilities 
pursuant to a procedure or plan adopted by Manufacturer under sub- 
paragraph (bd) of this paragraph 6", thus making this subparagraph 
read as follows: 


"(c) So long as the manufacturer shall continue 
to furnish Respondent Finance Company or any other 
finance company space for maintaining an office in 
any manufacturing or assembly plant of the Manufacturer, 
it shall not refuse, upon substantially equivalent terms 
and conditions and upon written request of any other 
finance company that extends wholesale financing facili- 
ties to dealers operating under franchise of the Manu- 
facturer, to furnish it space for maintaining an office 
in such plant; provided that it shall not be a viola- 
tion of this decree for the Manufacturer to furnish 
the game only to registered finance companies as de- 
fined in subparagraph (Jj) of this paragraph 6 or only to 
finance companies which extend wholesale financing facili- 
ties pursuant to a procedure or plan adopted by Manu- 
facturer under subparagraph (b) of this paragraph 6;". 
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7. The provisions of subparagraph (d) of paragraph 6 of 
seid final decree be and the same hereby are modified to read as 
follows: 


"If the Manufacturer adopts a practice, procedure, 
or plan of furnishins to Respondent Finence Company or 
eny other finance company the identity of or other in- 
formation concerning dealers or prospective dealers, it 
shall not knowingly refuse to furnish corresponding in- 
formetion, upon substantially similar terms and con- 
ditions and upon specific or continuing request as to 
identity and specific but non-continuing request as to 
Other information, to any other finance company whose 
territory includes the location of such dealer's or 
Prospective deeler's place of business, provided that 
such continuing request shall be renewed in writing 
et the besinning of each calendar year, and shall be 
lodged in the office of the District Sales Manager or 
other cesigneted representative of the Manufacturer 
having jurisdiction over the dealer or prospective 
dealer; and provided that it shall not be a violation 
of this decree for the Manufacturer to furnish such 
informetion only to registered finance companies as 
defined in subparagraph (j) of this paragraph 6, or 
only to a finance company designated in writing to 
the Manufacturer by the dealer or prospective dealer." 


8. The provisions of subparagraph (e) of paragraph 6 of 
seic final decree be and the same hereby are stricken out and 
celeted, 

9. The provisions of subparagraph (f) of paragraph 6 of 
eaid final decree be and the same hereby are modified by striking 
the vords commencing in the first line thereof reading "give or 
mke available or deny or threaten to deny to any dealer any ser- 
vice or fecility, or discriminate among its dealers in any other 
mcner", and by striking the semicolon at the end of said sub- 
yeresreph and inserting in lieu thereof a comma and adding after 
eeid comma the words "adopt and practice, procedure, or plan for 
csving or making available or denying or threatening to deny any 
teeler any service or facility, or for discriminating among its 
cealers in any other manner;", thus making this subparagraph 


reec as follows: 


"(f) The Manufacturer shall not, for the purpose 
of influencing a deeler to patronize Respondent Finence 
Company or any other finance company, or registered fin- 
ence companies, adopt any practice, procedure, or plan 
for giving or making available or denying or threatening 
to deny any dealer any service or facility, or for dis- 
criminating among its dealers in any other manner;”. 


aan 1 
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10. Tne provisions of subdparecraph (7) of paravraph 6 of 
said final decree be and the same herevy are modified by striking 
the words "desi-nated by the Manufacturer" at the end thereof, and 
inserting in lieu thereof the words "of any finance compeny owned 
or cortrolled by the Manufacturer", thus making this subparagraph 
read as folloms: 


“The Manufacturer shall not enter into or further 
contirue any contract or ecreement with any dealer (1) 
which vrovides that the dealer shell patronize only 
sesoonaent Finance Company or any other finance company 
Selected by tne Manufacturer or revistered finance com- 
penies; or (2) which requires the dealer to observe any 
slen for or rate of financine the purchase and sale of 
automobiles of eny finance company owned or controlled 
oy the Manufacturer;". 


1l. The provisions of subparacraph (i) of paracraph 6 of 
3eic final decree be and the eame hereby are modified by striking 
out the words ‘nespondent Finance Company or any other finance 
Company", and inserting in lieu thereof tne words "“eny finence 
company owned or controlled by the Menufacturer", and by striking 
out the words "Respondent Finance Company or such other finance 
company", and inserting in lieu thereof the worde "such finence 
conrany", thus makins this subparecraph read as follows: 


"(i) The Manufacturer shell not, except in each 
instance uron written request of the dealer or vpro- 
spective dealer, arrange or arree with any finance 
comreny owned or controlled ty the Manufacturer that 
an event of the Manufacturer and an avent of the 
finance company shall together be vresent with any 
dealer or prosvective dealer for the purpose of in- 
fluencins tne dealer to patronize such finance come 
peny; provided, however, that it shall not be a 
violation of this decree for the Menufacturer to 
assist eny dealer or prospective dealer, because 
of seid dealer's or prospective dealer's financial 
situation or reauirements, by joint conference with 
him and a representative of a particular finance com- 
peny, to obtain special facilities or services (such 
term not includine only the financing of the shipment 
or delivery of automobiles to such dealer or prosvec- 
tive dealer and/or only the purchase or acquisition 
of retail time sales paper from him in the regular 
course of business) from the particular finance com- 
pany and, in part consideration of such special 
facilities or services, for such dealer or prospec- 
tive cealer to arranze to do business with such finence 
company on an exclusive basis for a reasonable period 
of time es may be agreed between then;”". 
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12. The provisions of subparagraph (j) of paragraph 6 of 
said final decree be and the same hereby are modified by inserting 
in peregraph 4. (C) after "(B)" the following: “and (D)", by insert- 
ing in paragraph 4. a new paragraph (D) as set forth below, by 
changing the present paragraph heading (D) to (E) and the present 
peragraph heading (E) to (F), and by striking "(D)" from paragraph 
6. end inserting in lieu thereof"(E)", thus making the modified 
perecrephs of subparagraph (j) read as follows: 


6. (j) 4. "(C) The area within which the finance company 
concucte its business 1@: {insert either 'the United 
States’ or the names of specific states, counties or 
efties], and notwithstanding the designation of an 
érea, the finance company nevertheless will comply 
with cleuses (B) and (D) in all areas in which it 
may now or hereafter do business with dealers of 
the Manufacturer. 


"(D) Until the effective date of any withdrawal 
of this statement by the finance compeny in the manner 
provided by peragraph 1. of subparagraph (k), or in 
the menner provided by paragraph 5 or by paragraph 6 
of subparagraph (Jj) of paragraph 6 of seid decree, 
all reteil time sales paper created after the effec- 
tive date of any plen or plans or modification thereof 
and covering new automobiles made by the Manufacturer, 
acquired by the finance company from the Manufacturer's 
deelers (whether located in the area describved in 
Clause (C) bereof or elsewhere), shall be acquired by 
{t in accordance with the terms of any plan or plans 
of finencing adopted by the Manufacturer as provided 
by ssid sub-paragraph (k) and then in effect; provided: 


"a. The finance charres included in such retail paper 
may be less than the finance charges specified by such 
pion or flans or modification thereof, and the other 
terms of such peper may be more favorable to the re- 
teil purchaser than the terms so specified; and 

db. the finance company may acquire retail time sales 
peper covering new automobiles made by the Merufecturer 
in which the retail purchaser of the automobile is re- 
gulred to pey a finance charre in excess of the finance 
charere specified in the plen so adopted or modification 
thereof, but only if the finance company shall promptly 
creiit such retail purcheser on the time purchage vrice 
of the sutomobile with the amount of the excess. The 
vorig "°finence charre’ as used in this statement shall 
mean the <aifference vetween the cash delivered price of 
an automobile and the price of that automobile when 
$cld on an installment peyment plan, including or not 
inzluding (as the plan may provice) insurance for tre 
teteail purcnsser,. 
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"(E) This statement is filed on behalf of, and 
shall bind, the undersigned finance company and all 
finance companies owned or controlled by the under- 
signed finance company, and all finance companies 
which own or control the undersigned finance company 
or are under cammon ownership or control with it. 


"(F) The address of the finance company's 
principal office is . « « eseseevecevvsnecveecee 


© «© © e e « « FINANCE COMPANY 


Bye e eeeee#«¢ ¢ @® @® @ e @ @ 


President 


ATIEST: 


Secretary" 


6.(j) 8. "Withdrawal of its sworn statement by a registered 


finance company and any order suspending or revoking 
the registration of any registered company or dismiss- 
ing the application shall be applicable to all finance 
companies embraced by the sworn statement under Clause 
(E) thereof." 


13. The provisions of subparagraph (k) of paragraph 6 of 


said final decree be and the same hereby are restored to full force 


and effect as modified in the manner following: by inserting a new 


paragraph (3), as set forth below, by changing the number on the 


present paragraph (3) to (4), by inserting new paragraphs numbered 


(5), (6), and (7), as eet forth below, by modifying paragr@ph 1. as 


set forth below, and by striking paragraph 3., thus making this sub- 


paragraph (k) read as follows: 


"(k) The Manufacturer shall not recommend, 
endorse or advertise the Respondent Finance Company 
or any other finance company or companies to any 
dealer or to the public; provided, however, that 
nothing in this decree contained shall prevent the 
Manufacturer in good faith: 


"(1) From adopting from time to time 
a plan or plans of financing retail sales 
of new automobiles made by the Manufacturer 
or from time to time withdrawing or modify- 
ing the same; 


"(2) From recommending to its dealers 
the use of such plans; 


"(3) From advising ite dealers that such 
plans are availeble through all registered 
finance companies which have indicated their 
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readiness to do business under the plan in such 
dealer's area or from advising the names of such 
companies; 


"(4) From advertising to the public and 
recommending the use of such plans; 


"(5) From advertising to the public that 
such plans are available through all registered 
finance companies which have indicated their 
readiness to do business ‘under the plan in the 
area to which such advertisement is directed or 
from advertising the names of such companies; 


"(6) From including mention of any finance 
Company owned or controlled by Manufacturer in - 
Manufacturer's institutional advertising; 


"(7) From advertising any finance company 
owned or controlled by Manufacturer or any other 
finance company in connection with sales made by 
factory-owned retail stores. 


"1. The Manufacturer shall notify each registered 
finance company, and any other finance company 
which makes written specific request therefor 
by registered mail, of every plan and modifica- 
tion thereof that the Manufacturer shall adopt. 
The notice shall set forth the provisions of 
the plan or modification and the date upon which 
the plan or modification shall go into effect. 
The notice to each registered finance company 
shall be mailed not less than thirty deys prior 
to the date upon which the plan or modificatiam 
shall go into effect. Any registered finance 
company so notified may before the date upon 
which the plan or modification becomes effec- 
tive file with the court notice in writing set- 
ting forth that it withdraws its sworn statement 
because it does not intend to be bound by said 
plan or modification, as the case may be, and 
serve upon the Manufacturer a copy of said 
notice certified by the Clerk of the Court, 
and thereupon the finance company at once and 
vithout lapse of any time shall cease to be a 
registered finance company and the Manufacturer 
shall notify its dealers that said finance com- 
pany has ceased to be a registered finance company. 


"2. Nothing in this decree shall prevent the Manu- 
facturer from obtaining such assurances as it 
may desire from ome or more finance companies 
before or after adoption of any plan or modifica- 
tion that it or they will meke such plan or 
modification available for at least a specified 
period of time; provided, however, that the 
Menufacturer may not give such finance company 
or finance companies, as consideration for such 
assurences, eny consideration prohibited by this 
decree." e 


1k. The provisions of perarcraph 10 of seid final decree 


be and the sane bereby are stricken out and deleted. 
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1o. The vrovisione of the second paragraph of paracravh le 
of ssid finel decree be end the same hereby are modified by insertinz 
after the words "acquiring or retaining ownership of and/or control 
over or interest in any finance company," the words "or from making 
loans to such finance company," thus making tnis paracraph reed es 
follows: 


"Tt is an exprees condition of this decree that 
notwithstandine tne vrovisions of the vrecedin;; para- 
eraoh of this parezrapn l2 and of any other provisions 
of this decree, if an erfective final order or cecree 
not subject to further review shall not have been 
entercc on or vefore January 1, 1941, requiring 
General Motors Corporation permanently to divest it- 
self of all ownership and control of General Motors 
acceptance Cor poration and of all interest therein, 
then and in ti.at event, nothing in this decree snall 
preclude the Menufecturer from acquiring and retsin- 
in: ownership of and/or control over or interest in 
any finance conpany, or from making loans to such 
finance company, or from dealing with such finance 
company and with the cealers in the manner provided 
in tnig decree or in any order of modification or 
suspension thereof entered pursuant to paragraph l2a. 
The court, wpon application of the respondents or 
any of them, will enter an order or decree to that 
effect at the foot of this decree, and the right 
of any respondent herein to make the application 
and to obtain such order or decree is expressly 
concedeé@ and cranted." 


and it ie hereby 
FURTITER ORDERED, ADJUDGED AND DEC.ESD that 


16. The last peragrech of the order of this Court 
made and dated herein on March 21, 1949, be and it hereby is 
modified by inserting after the words "finance company", where 


they first occur, the following: 


“or from making loans to such finance 
company", 


thus making said paragraph reod as follows: 


"GRDERED, ADJUDGED AND DECREED, that nothing 
contained in said consent decree shall preclude 
regpondent, Ford Motor Company, from acquiring 
ond retaining ownership of and/or control over 
or interest in any finence company, or from 
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making loans to such finance company, or from dealing 
with such finance company and with the dealers in the 
manner provided in said consent decree or in any order 
of modification or suspension thereof, including this 
order." 


Deted: Jenuary 19, 1953. 


[s/ Luther W. Swycert 


Unitec States District Judge 


The undersigned hereby consent to the entry of the 


forecoing Order and weive notice of hearing thereon. 


[s/ William T. Gossett 


Williem T. Gossett 


[s/ Charles J. Fellrath 


Cherles J. Fellreth 


Attorneys for Ford Motor Company 
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The undersigned hereby consent to the entry of the 


foregoing Order and waive notice of hearing thereon. 


) John Ford Baecher 
Special Assistant to 
the Attorney General 


[s/ Newell A. Clapp 


Acting Assistant Attorney General 


8 Victor H. Kramer 
Special Assistant to the 
Attorney General 


8 Gilmore 8. Haynie 
United States Attorney 


8 James E. Keat 
Assistant United States Attorney 
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The undersigned hereby consent to and waive notice as to 
the entry of the foregoing Order, reserving, however, any rights 
they may have under the final decree of November 15, 1938, as 
modified, to make application for modification, suspension or 


vacating of any of its provisions. 


[s/ Melbourne BErperman 


Melbourne Bergerman 


Attorney for Commercial 
Investment Trust Corporation, 
Commercial Investment Trust, Inc., 
Universal Credit Corporation, 
Universal Credit Company of 
Delaware, Universal Credit 
Company of Indiana, and Universal 
Credit Company, Inc. 


73326 O—61— pt. 1_—-12 
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FILED 
IN THE MAR. 23, 1349 
DISTRICT COURT OF THE UNITED STATES AT. 2 © 0 0 «© Me 
FOR THE NORTHERN DISTRICT OF INDIANA, MARGARET LONG, Clerk 
SOUTH BEND DIVISION U. 8. DISTRICT COURT 


¢ 
¢ 
: 
4 


UNITED STATES OF AMERICA, 


Complainant, 
-egainst- #8 Civil 
FORD MOTOR COMPANY, COMMERCIAL INVESTMENT Order on 
Manda te 


TRUST CORPORATION, COMMERCIAL INVESTMENT 
TUST, INC., UNIVEXGAL CREDIT CORPORATION, 
UNIVERSAL CREDIT COMEANY OF DELAWARE, 
UNIVERSAL CPEDIT COMPANY OF INDIANA, and 
UNIVERSAL CREDIT COM ANY, INC., 


Respondents. 


ctr ttre teeter ee eee ek 
The above named reepondent, Ford Motor Company, and the above 
named respondents, Cormercial Investment Trust Corporation, Comercial 
Investment Trust, Inc., Universal Credit Corporation, Universal Credit 
Compeny of Delaware, Universal Credit Company of Indiana and Universal 
Credit Campany, Inc., resvectively having appealed to the Supreme Court 
of the United States from the order of this Court entered herein July 
25, 1946, modifying, upon complainant's motion, paregreph 12 of the 
consent decree entered in this cause on November 15, 1933, and denying 
the motions of said respondents for suspension of the rrovisions of 
subperacrephs (1) and (k) of paracreph 6 of said consent decree, and 
modification of the provisions of subpararrevh (e) of paragraph 6 of 
said consent decree to the extent that said subparagraph (e) enjoins 
any of the acts prohibited by said subparagrephs (1) and (k) of pere- 
graph 6, until such time es they shall be imposed in substantially 
identical terms upm General nckaes Carporation and its subsidieries, 
and suspension of the provisions of subperacreph (d) of peragreph 7 
of scid consent decree, until such time as they shall be imposed in 


substantially identical terme upon Generel Motors Acceptance Corporation 
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end its subeidieries, either (x) ty consent decree, or (y) by final decree 
of a cour of competent jurisdiction mot subjest to further review, or 
() by decree af such court whish , although subject to further revies, 
coatinuse effective, end denying the motion of respendéent, Ford Motor 
Cagany, thet en order te entered pureusnt to paregreph 12 of seid can- 
sent decree that nothing therein shell preclude seid respondent, Ford 
Motor Company, from eoquiring end reteining ownership of and/or control 
over oy interest in any finance company, or from dealing vith such 
finence company end with the dealers in the manner provided in said 
consent decree or in eny order of modificetion or suspensian thereof, 
end seid eppeels having caly comp an to be heard before the Suprem 
Court of the United Stetes on the trenscripte of record and having been 
arrued by counsel end the Bupreme Court of the United Stetes having 
issued ite mandate herein, deted December 15, 1948, wherein it was order- 
ed and adjudged thet the sald order of thia Court be end the sane herety 
Ves reversed, and thet the cause be end the sem thereby wes remonded to 
this Court far proceedings not inconsistent with the opinion of the 
Supreme Court of the United Stetes dated November 15, 1985, end the 
osid mandate having been filed in the affice of the Clerk of this Court 
 cecember 20, 1943, 

And the compleinent ‘having filed e motion in thie Court on 
December 31, 1946, further to modify peragreph 12 of said consent decree, 
end this Court having entered an order herein, dated Jenuary 19, 1%3, 
thet ergument an seid motion be continusd mtil efter the Suprems Court 
of the United Stetes should dispoee of the complainant's prior motion 
of @ similer neture aon the eforeseaid eppeel of respondent, Foard Motor 
Company, 

3OW, upon said eppeels end ell the pepers end proceedings 


herein end upon seid mandate, it is 
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ORDERED, ADJUDGED AND DECHEED, that the mandate of the Suprems 
Court of the United States, dated December 15, 1945, and filed herein on 
December 20, 1948, be and the sem hereby is made the order and decree 
of this Court; and it is further 

ORDERED, ADJUDGED AND DECREED, thet the said order of this 
Court entered herein on July 25, 1946, be and the same hereby is set aside; 
ané it is further 

ORDERED, ADJUDGED AND DECREED, that the said motions of com 
plainent to modify paregraph 12 of the said consent decree entered herein 
on Bovember 15, 1938, be end the seme hereby are in ell respecte denied; 
and it is further 

ORDERED, ADJUDGED AND DECREED, thet the said motions of ree- 
pondents be and the seme herety sre in all respects grented; and it is 
further 

ORDERED, ADJUDGED AND DECEEED, that the provisions of sub- 
paregrephs (1) and (k) of paregraph 6 of said consent decree be end the 
seme hereby are euspended until they shall be imposed in substentially 
identical terms upon Generel Motors Corporation and its subsidiaries, 
and the provisions of subpsregreph (d) of paragraph 7 of said consent 
decree be and the sam hereby ere suspended until they shell be imposed 
in substantially identical terms upon General Moters Acoeptence Cer pore- 
tion end ite subsidiaries, either (x) by consent decree, or (y) by 
final decree of ea court of ccmetent jurisdiction not subject te further 
review, or (s) ty decree of such court, whieh, altheugh subject to 
further review, continues effective; and it is further 

ORDERED, ADJUDGED AND DECREED, thet subparegraph (e) of pare- 
graph 6 of eaid consent decree be anf the seme herety ie modified by 
suspending the provisions of said subparagreph (e), during the period 
of the aforesaid suspension of the provisions of sald subperagrephs (1) 
an4 (k) of paragraph 6 and subperegreph (4) of paregreph 7 of said 
consent decree, to the extent that said provisions of seid subparegraph 
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(0) ajoin eny of the ects heretefore prohibited by sid subparagrephs 
(t) nd (&) of peragreph 6 of nid consent decree; and it is further 
ORDERED, ADJUDGED AND ISCEEED, thet nothing contained in seid 
casent decree shall preclude respondent, Ford Motor Company, from ec- 
quiring end retaining ownership of and/or control over or interest in 
ay fiance company, or from éesling with such finance company end 
vith th dealers in the manner provided in seid consent decree or in 
ay order of modification or suspension thereof, including this order. 


Dated: March 2lst, 1949. 


o/ PA ¥ 
Ge 8. D. J. 


The unéereigned hereby consent to the entry of the foregoing 


Onier end waive notice of settlement thereof. 


A tree copys CHARIZS & 
Charles E. Hughes, TT ey 


' ATHST: WARGARET LOMO, Clerk, 


| "Marr Sveener__ —2L_W ILLIA 2, OOSSETT 
Deputy C ° Williem T. Gosestt, 
CLIFFORD B 


Clifford B. Longley, 


FREDERICK C. NAS. 
Frederick C. Nash, 


Attorneys for Ford Motor 
Company 
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8 CHARLES E. RUGHES, JR 
Charles E. Huches, Jr. 


# SAMUZL 8. ISSEKS 
Samuel S. Isseks, 


r) :<: LBOURNS EBERGERMAN 
biGlbourne Berrerman, 


Attorneys for Commercial Investment 
Trust Corparation, Commercial Investment 
Trust, Inc., Universal Credit Corporation, 
Universal Credit Company of Delaware, 
Universal Credit Company of Indiana, and 
Universal Credit Company, Inc. 


a/___ HERBERT A, BERGSON 
Assistant Attorney Ceneral 
s/__ HOLMES BALDRIDGE 
Special Assistant to the Attorney Ceneral 
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In the District Court of the United States for 
the Northern District of Indiana 


Civil No. 9 


UNTTEpD STATES OF AMERICA, PETITIONER 
v. 


CHRYSLER CORPORATION, ET AL., RESPONDENTS 


FINAL DECREE 

1, The United States of America filed its petition herein 
on November 7, 1938; each of the respondents appeared 
and filed its answer to such petition, and asserted the truth 
of its answer and its innocence of any violation of law; the 
petitioner and the said respondents desire to avoid the ex- 
penses of a trial of the issues therein and the loss of time 
occasioned thereby; no testimony having been taken, each 
of the respondents consented to the entry of this decree 
without any findings of fact, upon condition that neither 
such consent nor this decree shall be considered an ad- 
mission or adjudication that it has violated any statute; 
and the United States of America by its counsel having 
consented to the entry of this decree and to each and every 
provision thereof, and having moved the court for this 
Injunction, 

Therefore, it is ordered, adjudged, and decreed as 
follows: 

2. That the court has jurisdiction of all persons and par- 
ties hereto; and for the purposes of this decree and pro- 
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ceedings for the enforcement thereof, and for no other 
purpose, that the court has jurisdiction of the subject mat- 
ter hereof and the petition states a cause of action against 
the respondents under the Act of July. 2, 1890, entitled “‘ An 
Act to Protect Trade and Conimerce against Unlawful 
Restraints and Monopolies.”’ 

3. ‘‘Respondent Finance Company’’ as used in this 
decree shall include Commercial Credit Company, a corpo- 
ration organized and duly authorized to do business under 
the laws of the State of Delaware, Commercial Credit 
- Company, a corporation organized and duly authorized to 
do business under the laws of the State of Pennsylvania, 
Commercial Credit Company, a corporation organized and 
duly authorized to do business under the laws of the State 
of Iowa, Commercial Credit Company, a corporation 
organized and duly authorized to do business under the 
laws of the State of Michigan, Commercial Credit Com- 
pany, a corporation organized and duly authorized to do 
business under the laws of the State of Minnesota, Com- 
mercial Credit Company, a corporation organized and duly 
authorized to do business under the laws of the State of 
Missouri, Commercia] Credit Company, a corporation 
organized and duly authorized to do busines under the laws 
of the State of Illinois, Commercial Credit Company, Inc., 
a corporation organized and duly authorized to do business 
under the laws of the State of Wisconsin, Commercial 
Credit Corporation, a corporation organized and duly au- 
thorized to do business under the laws of the State of 
New Jersey, Commercial Credit Company, Inc., a corpora- 
tion organized and duly authorized to do business under 
the laws of the State of Indiana and their officers, directors, 
agents and employees. ‘‘Manufacturer’’ as used in this 
decree shall include Chrysler Corporation, DeSoto Motor 
Corporation, Plymouth Motor Corporation, alll of which 
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are organized and duly authorized to do business under the 
laws of the State of Delaware, Chrysler Sales Corporation 
and Dodge Brothers Corporation, both of which are organ- 
ised and duly authorized to do business under the laws of 
the State of Michigan and their officers, directors, agents 
and employees. 

4. The respondents, their officers, directors, agents and 
employees, be and they are hereby enjoined from doing the 
acts hereby prohibited and to do the acts hereby directed. 

5. The following terms, as used in this decree, shall have 
tLe following meanings: 


(a) ‘‘Person’’ shall mean a person, firm, corpo: 
ration or association. 

(6) ‘‘Dealer’’ shall mean a person who holds a 
franchise from, or approved by, the Manufacturer 
that provides for the purchase at wholesale of new 
automobiles made by the Manufacturer, and who 
resells the automohiles at retail. 

(c) ‘‘Wholesale financing’’ shall mean the ad- 
vancing by a finance company, as hereinafter de- 
fined, of money or credit to or for the account of a 
dealer to cover, in whole or in part, the cost of new 
automobiles ordered by the dealer at wholesale. 

(d) ‘‘Retail financing’’ shall mean the purchase 
or other acquisition of retail time sales paper from 
dealers by finance companies, as hereinafter defined. 

(e) ‘*Finance charge’’ shall mean the difference 
between the cash delivered price of an automobile 
and the price of that automobile when sold on an 
installment payment plan, including or not includ- 
ing (as the plan may provide) insurance for the 
retail purchaser. 

(f) ‘‘Finance company’”’ shall mean a person en- 
gaged chiefly in wholesale financing or retail financ- 
ing, or both. 
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(g) ‘Retail time sales paper’’ shall mean any 
conditional sale contract, chattel mortgage, lease, 
note, or other instrument given to evidence or secure 
the obligation to pay the whole or any part of the 
price of automobiles sold by a dealer at retail. 

(h) ‘‘A finance company”’ or ‘‘any finance con- 
pany’’ shall include Respondent Finance Company. 

(7) ‘*Registered finance company”’ shall mean a 
finance company which shall be registered as pro- 
vided in sub-paragraph (7) of paragraph 6 of this 
decree including Respondent Finance Company if it 
be a registered finance company. 

(7) ‘Ford Motor Company’? means Ford Motor 
Company, a corporation of the State of Delaware 
and its subsidiaries and successors, ‘‘General 
Motors Corporation’’ means General Motors Corpo- 


ration, a corporation of the State of Delaware and 


its subsidiaries and successors, and ‘‘General 
Motors Acceptance Corporation’? means General 
Motors Acceptance Corporation, a corporation of 
the State of New York and General Motors Accept- 
ance Corporation of Indiana, Incorporated, a corpo- 
ration of the State of Indiana, and their subsidi- 
aries and successors. | 


6. The Manufacturer: 


(a) Shall permit any finance company or other 
person to pay for any automobile shipped or other- 
wise delivered by the Manufacturer to any dealer, 
upon written specific or continuing authority of the 
dealer; 

(6) So long as the Manufacturer shall continue to 
give or assign to Respondent Finance Company or 
any other finance company, any document of title or 
lien in respect of such automobiles, it shall not re- 
fuse, upon written request of any other finance com- 
pany, to make available or assign to it similar docn- 
ments of title or lien in respect of automobiles 
similarly shipped or delivered, .to.thedealer and 
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paid for by the finance company upon substantially 
simular terms and conditions; 

(c) So long as the Manufacturer shall continue to 
furnish Respondent Finance Company or any other 
finance company space for maintaining an office in 
any place of business of the Manufacturer, it shall 
not refuse, upon substantially equivalent terms and 
conditions and upon written request of any other 
finance company that extends wholesale financing 
facilities to dealers operating under franchise of the 
Manufacturer, to furnish it space for maintaining 
an office in such place of business; provided that it 
shall not be a violation of this decree for the Manu- 
facturer to furnish the same only to registered 
finance companies as defined in sub-paragraph (7) 
of this paragraph 6; 

(d) So long as the Manufacturer shall knowingly 
continue to furnish to Respondent Finance Com- 
pany or any other finance company the identity of or 
other information concerning dealers or prospective 
dealers, it shall not knowingly refuse to furnish cor- 
respoiding information, upon substantially similar 
terms and conditions and upon specifie or eontinu- 
ing request as to identity and specific but non-con- 
tinuing request as to other information, to any other 
finance company whose territorv includes the loca- 
tion of such dealer’s or prospective dealcr’s place of 
business; provided that it shall not be a violation 
of this decree for the Manufacturer to furnish the 
same only to registered finanee companies as defined 
in sub-paragraph (Jj) of this paragraph 6, or only toa 
fnance company designated in writing to the Mannu- 
facturer by the dealer or prospective dealer; 

(¢) Except as provided by sub-paragraph (j) and 
(kK) of this paragraph 6, 

(i) the Manufacturer shall not. establish any 
practice, procedure or plan for the retail or whole- 
sale financing of automobiles for the purpose of en- 
abling Respondent Finanee Company or any, ether 
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finance company or companies to enjoy a competi- 
tive advantage in obtaining the patronage of deal- 
ers through any service, facility or privilege ex- 
tended by the Manufacturer pursuant to such prac 
tice, procedure or plan if such service, facility or 
privilege or a service, facility or privilege corre- 
sponding thereto, is not made available upon its 
written request to any other finance company upon 
substantially similar terms and conditions; and 

(ii) so long as the Manufacturer shall con- 
tinue to afford any service, facility or privilege not 
otherwise specifically referred to in this decree to 
Respondent Finance Company or any other finance 
company or companies, it shall not refuse to afford 
similar or corresponding services, facilities or priv- 
ileges upon substantially similar terms and condi- 
tions and upon written request to any other finance 
company for the purpose of giving Respondent Fi- 
nance Company or any other finance company or 
companies a competitive advantage in obtaining the 
patronage of dealers; provided that it shall not be 
a violation of this decree for the Manufacturer to 
afford such service, facility or privilege only to 
registered finance companies as defined in sub-para- 
graph (j) of this paragraph 6, or only to a finance 
company designated in writing to the Manufacturer 
by the dealer or prospective dealer; 


the written request shall specify in each instance 


the particular service, facility or privilege desired; 


(f) The Manufacturer shall not give or make 
available or deny or threaten to deny to any dealer 
any service or facility, or discriminate among its 
dealers in any other manner, for the purpose of 
influencing a dealer to patronize Respondent Fi- 
nance Company or any other finance company, or 
registered finance companies; 

(g) The Manufacturer shall not enter into or fur- 
ther continue any contract or agreement with any 


. 
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dealer (1) which provides that the dealer shall 
patronize only Respondent Finance Company or 
any other finance company selected by the Manu- 
facturer or registered finance companies; or (2) 
which requires the dealer to observe any plan for 
or rate of financing the purchase and sale of auto- 
mobiles designated by the Manufacturer; 

(kh) The Manufacturer shall not cancel or ter- 
minate any contract, franchise or agreement with 
any dealer, or threaten to do so, because of failure 
of such dealer to patronize Respondent Finance 
Company, or any other finance company, or because 
of the failure of the dealer to patronize registered 
finance companies; 7 

(¢) The Manufacturer shall not, except in each 
instance upon written request of the dealer or pro- 
spective dealer, arrange or agree with Respondent 
Finance Company or any other finance company 
that an agent of the Manufacturer and an agent of 
the finance company shall together be present with 
any dealer or prospective dealer for the purpose of. 
influencing the dealer to patronize Respondent 
Finance Company or such other finance company; 
provided, however, that it shall not be a violation of 
this decree for the Manufacturer to assist any dealer 
or prospective dealer, because of said dealer’s or 
prospective dealer’s financial situation or require- 
ments, by joint conference with him and a represent- 
ative of a particular finance company, to obtain 
special facilities or services (such term not includ- 
ing only the fmancing of the shipment or delivery 
of automobiles to such dealer or prospective dealer 
and/or only the purchase or acquisition of retail 
time sales paper from him in the regular course of 
business) from the particular finance company and, 
in part consideration of such special facilities or 
services, for such dealer or prospective dealer to 
arrange to do business with such finance company 
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on an exclusive basis for a reasonable period of time 

as may be agreed between them; | 
()) As used in this decree the word ‘‘registered” 

as applied to a finance company means a finance 


. company that shall have done the following things 


and shall have filed a statement that meets the fol- 
lowing requirements: | 

1. The statement shall be signed and acknowl- 
edged by the finance company and sworn to by an 
officer thereof, and shall have been filed in this pro- 
ceeding and a copy thereof certified by the clerk 
shall have been served on the Manufacturer. 

2. The finance company shall not in any manner 
have withdrawn the statement or rendered it inef- 
fective. 

3. The court shall not have made an order to the 
effect that the finance company shall cease to be 4 
registered finance company; or, if so, the finance 
company shall have obtained an order reinstating 
it as a registered finance company, or otherwise shall 
have become again a registered finance company. 

4. The statement shall be in the following form: 


To Chrysler Corporation (hereinafter called the 
**Manufacturer’’) : 

(A) This statement is made pursuant to sub- 
paragraph (7) of paragraph 6 of a decree of the 
United States District Court for the Northern Dis- 
trict of Indiana, in a cause entitled “United States 
of America vs. Chrysler Corporation et al.,’’ dated 
November 15, 1938. 

(B) The undersigned finance company, in ac- 
quiring retail time sales paper arising from sales of 
automobiles, from dealers of the Manufacturer, 
wherever located, will conform to the following 
rules: 

(1) If the finance company acquires retail time 
sales paper from a dealer of the Manufacturer ona _ 


AUTO FINANCING LEGISLATION 183 


finance plan which includes insurance to be ar- 
ranged for by the finance company, the finance 
company shall (unless the insurance company to 
which the risk is submitted declines to write the 
risk) arrange for such insurance as the dealer rep- 
resents to the finance company is to be arranged 
for by it and shall mail or cause to be mailed to the 
buyer a policy or certificate of insurance so ar- 
ranged for within twenty-five days after the finance 
company acquires such retail time sales paper. 
Such policy or certificate shall recite the character 
of the coverage and the amount of the insurance 
premium ; 

(2) The finance company will not require or ac- 
cept assignments of wages or salaries, or garnish 
wages or salaries to collect deficiency judgments in 
respect of automobiles sold for less than $1,000 and 
for private and non-commercial use unless, prior to 
repossession, it has requested the buyer to return the 
automobile to it and he has not done so; 

(3) The finance company will not take any de- 
ficiency judgment where the retail purchaser of an 
automobile, sold for private and non-commercial 
use, has paid at least 50% of his note or other obli- 
gation, and will not collect from any retail pur- 
chaser of an automobile, through deficiency or other 
judgments, any amount in excess of its actual losses 
and expenses upon the failure of such purchaser to 
pay his note or other obligation, and will pay to or 
credit to the account of such purchaser any surplus 
over the amount owing by him on his note or other 
obligation which the finance company or its nominee 
or its affillated or subsidiary company may realize 
on the purchaser's note or other obligation and the 
automobile or any other security therefor ; 

(4) The finance company will not assign or trans- 
fer any retail time sales paper owned or held by it to 
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any other person, except a dealer from whom the 
finance company acquired the paper on a full 
recourse basis rather than upon a non-recourse 
basis or upon the dealer’s agreement to repurchase 
the automobile if repossessed, without limiting the 
rights, and creating an obligation in its assignee 
and his successors in interest, to proceed against the 
retail buyer only in the manner and to the extent 
that the finance company is authorized to proceed 
hereunder ; 

(5) The finance company will not make a higher 
charge, for granting an extension or rewriting a 
transaction, than the approximate pro-rata equiv- 


_ alent of the original finance charge, or charge more 


than 5 per cent of the delinquent instalments for 
reinstating a delinquent account or charge more 
than its out-of-pocket expense plus a reasonable 
amount for the time of its employes as collection 
or repossession expenses ; 

(6) The finance company will not require the 
dealer to take a chattel mortgage or other lien on 


-property other than the automobile purchased, as 


additional security for the payment for such auto- 
mobile sold for private and non-commercial use; 
and will not accept an assignment from the dealer 
of such a chattel mortgage or other lien; 

(7) The finance company will not represent to 
any person that it is in any way connected: or affil- 
iated with the Manufacturer, or that it has been 
approved, recommended or endorsed by the Man- 
ufacturer, or in any way ascribe to the Manufac- 
turer or its dealers responsibility for, or authoriza- 
tion of, its acts; but this shall not prevent the 
finance company from stating if that be the case 
that it is a registered finance company, and at any 
time when a plan adopted by the Manufacturer is in 
effect this shall not prevent the finance company 
from stating if that be the case that it is a registered 
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finance company. and is offering financing service 
in accordance with the plan; 

(8) The finance company will not intentionally 
do anything injurious to the goodwill of the manu- 
facturer or to the reputation of its products, or to 
the goodwill of its dealers except as may result from 
the assertion of any legal or contractual rights; 

(9) The finance company will not without the con- 
sent of the Manufacturer disclose to any competitor 
of the Manufacturer information which it shall have 
received from: the Manufacturer; 

(10) The finance company will disclose to the pur- 
ehaser whatever information is required to be dis- 
closed by, and will otherwise comply with, any 
further order of the court entered pursuant to para- 
graph 8 of the decree hereinbefore mentioned ; 

(11) The finance company will not violate any 
other reasonable rule hereafter from time to time 
established by the Manufacturer, approved by the 
Department of Justice of the United States, and 
incorporated herein by the further order of the 
United States District Court for the Northern 
District of Indiana, after notice by registered mail 
to all registered finance companies and notice in 
such form as the court may determine to be reason- 
able to other finance companies and _ interested 
parties and an opportunity for hearing to the per- 
sons so notified. 

(C) The area within which the finance company 
conducts its business is: (insert either “‘the United 
States’’ or the names of specific states, counties, or 
ciftes), and notwithstanding the designation of an 
area, the finance company nevertheless will comply 
with clauses (B) and (D) in all areas in which it 
may now or hereafter do business with dealers of the 
Manufacturer. 

(D) Until the effective date of any withdrawal of 
this statement by the finance company in the manner 
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provided by paragraph 1 of sub-paragraph (k), or 
in the manner provided by paragraph 5 or by para- 
graph 6, of sub-paragraph (j), of paragraph 6 of 
said decree, all retail time sales paper, created after 
the effective date if any plan or plans or modifica- 
tion thereof and covering new automobiles made by 
the Manufacturer, acquired by the finance company 
from the Manufacturer’s dealers (whether located 
in the area described in Clause (C) hereof or else- 
where), shall be acquired by it in accordance with 
the terms of any plan or plans of financing adopted 
by the Manufacturer as provided by said sub-para- 
graph (j) and then in effect; provided : 


a. The finance charges included in such re- 
tail paper may be less than the finance 
charges specified by such plan or plans or 
modification thereof, and the other terms of 
such paper may be more favorable to the re- 
tail purchaser than the terms so specified; 
and b. the finance company may acquire re- 
tail time sales paper covering new automo- 
biles made by the Manufacturer in which 
the retail purchaser of the automobile is re- 
quired to pay a finance charge in excess of 
the finance charge specified in the plan so 
adopted or modification thereof, but only if 
the finance company shall promptly credit 
such retail purchaser on the time purchase 
price of the automobile with the amount of 
the excess. The words “finance charge’’ as 
used in this statement shall mean the differ- 
ence between the cash delivered price of an 
automobile and the price of that automobile 
when sold on an instalment payment plan, in- 
cluding or not including (as the plan may 
provide) insurance for the retail purchaser. 


(E) This statement is filed on behalf of, and shall 
bind, the undersigned finance company. and all 


AUTO FINANCING LEGISLATION 187 


finance companies owned or controlled by the under- 
signed finance company, and all finance companies 
which own or control the undersigned finance com- 
pany or are under common ownership or control 
with it. 

(F) The address of the finance company’s prin- 
cipal office is__.-------------------------------- 


Sees esate aeees FINANCE CoMPANY, 
EE eee een ener eee mene neers President. 
Attest 
ego eee eee eee , Secretary. 
STATE OF oeu.o2elececSoeccces 
County Of acccsncsskescesce , 88.: 
On this -------- GaVOl sce22nessesoses a LY eee 


personally appeared before me, a notary public, 
Suu eeesumseeiee eee ae , to me known and known 
to me to be the person who executed the foregoing 
statement, and who by me being duly sworn acknowl- 
edged and deposed that he is ~----- President of 
said Corporation; that he executed the foregoing 
statement on its behaif; that he executed said state- 
ment by authority of the Board of Directors of said 
corporation and that the seal of said corporation 
was thereunto affixed by like authority. 
Be eee oe ceaeee eee , Notary Public, 
STATE OF sudwesuecsecoun 
COUNGY Of, essen nsese oes ee eta , 88: 

Sees mates oo eee ee , being duly sworn, 
deposes and says that he is an officer, to wit the___- 
Sees see OP et cesses tr ees Te 
finance company which executed the foregoing state- 
ment, and that said statement is in all respect true. 


-~------------------------ , Notary Public. 
| (Appropriate changes to be made for finance eomn- 
panies which are not corporations.) 
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_§. Any registered finance company may file with 

the court a notice in writing of its withdrawal of 
its sworn statement above mentioned, and served 
upon the Manufacturer a copy of said notice, cer- 
tified by the Clerk of the Court, and ninety days 
after such service or at such later date as may be 
stated in the notice, the finance company shal] cease 
to be a registered finance company and the Manu- 
facturer shall notify its dealers that such finance 
company has ceased to be a registered finance com- 
pany. 

6. The Manufacturer shall notify each finance 
company, which makes written specific or continuing 
request therefor, by registered mail of every addi- 
tional rule which is incorporated in the sworn state 
ment as provided in sub-division (11) of clause (B) 
of sub-paragraph (7) of this paragraph 6. The no- 
tice shall set forth the provisions of the rule and 
the date, not less than thirty days after the date 
of mailing the notice, upon which the rule shall go 
into effect. Any registered finance company so ne 
tified may before that date file with the court notice 
in writing setting forth that it withdraws its sworn 
statement because it does not intend to be bound by 
said rule, and serve upon the Manufacturer a copy 
of said notice certified by the Clerk of the Court, and 
thereupon the finance company at once and without 
lapse of any time shall cease to be a registered 
finance company and the Manufacturer shall notify 
its dealers that said finance company has ceased to 
be a registered finance company. 

7. The Petitioner, the Manufacturer or any regis- 
tered finance company shall be entitled to make ap- 
plication to the court, for an order herein finding 
and adjudging that a registered finance company 
has failed to comply with its sworn statement, and 
jurisdiction of this cause is reserved for the entry 
of orders upon such applications as the facts and 
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justice may require (after such notice and hear- 
ing as the court may direct) suspending or revoking 
the registration of any registered company or dis- _ 
missing the application. If the order shall provide 
that such finance company shall cease to be a regis- 
tered finance company indefinitely, the finance com- 
pany may, not less than six months thereafter, apply 
to the court for an order reinstating it as a regis- 
tered finance company, and jurisdiction of this cause 
is reserved to grant or deny such application, or 
grant it upon such terms and conditions, if any, as 
the court may determine for the purpose of assur- 
ing further compliance with such finance company’s 
sworn statement. Upon the entry of an order find- 
ing that a finance company has failed to comply 
with its sworn statement, as aforesaid, if the Manu- 
facturer shal] have made the application for such an 
order, or upon service upon the Manufacturer of a 
copy of said order certified by the Clerk of the Court 
if another party shal] have made such application, 
the Manufacturer shall notify its dealers of the en- 
try and the terms of such order and shall treat said 
company as a company that is not a registered 
finauce company or as the order of the court may 
require. 

8. Withdrawal of its sworn statement by a regis- 
tered finance company and any order suspending or 
revoking the registration of any registered company 
or dismissing the application shall be applicable to 
all finance companies embraced by the sworn state- 
ment under clause (E) thereof, 

9. Service of all papers hereinbefore required to 
be made upon the Manufacturer shall be made per- 
sonally upon an officer of the Manufacturer, or by 
registered mail to the Manufacturer, at its principal 
office now located in Highland Park, Detroit, Michi- 
ran. 
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10. Service of all papers upon a finance company 
pursuant to this decree shall be made personally or 
by registered mail addressed to it at its principal 
office as shown in its statement. 

(k) The Manufacturer shall not, except as here 
inafter provided, recommend, endorse or advertise 
the Respondent Finance Company or any other 
finance company or companies to any dealer or to 
the public; provided, however, that nothing in this 
decree contained shall prevent the Manufacturer in 
good faith; 

(1) From adopting from time to time a plan or 
plans of financing retail sales of new automobiles 
made by the Manufacturer or from time to time 
withdrawing or modifying the same; 

(2) From recommending to its dealers the use of 
such plans; 

(3) From advising its dealers that such plans are 
available through all registered finance companies 
which have indicated their readiness to do business 
under the plan in such dealers’ area or from a¢- 
vising the names of such companies; 

(4) From advertising to the public and recon- 
mending the use of such plans; 

(5) From advertisig to the public that such plans 
are available through all répistered finance com- 
panies which have indicated their readiness to do 
business under the plan in the area to which such ad- 
vertisement is directed or from advertising tbe 
names of such companies. 


1. The Manufacturer shall notify each finance company 
which makes written specific or continuing request there 
for by registered mail, of every plan and modification 
thereof that the Manufacturer shall adopt. The notice 
shall set forth the provisions of the plan or modification 
and the date, not less than thirty days after the date of 


ee ee ie eee ce ee ee poten 
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mailing the notice, upon which the plan or modification 
shall go into effect. Any registered finance company so 
notified may before that date file with the court notice in 
writing setting forth that it withdraws its sworn state- 
ment because it does not intend to be bound by said plan 
or modification, as the case may be, and serve upon the 
Manufacturer a copy of said notice certified by the Clerk 
of the Court, and thereupon the finance company at once 
and without lapse of any time shall cease to be a regis- 
tered finance company and the Manufacturer shall notify 
its dealers that said finance company has ceased to be a 
registered finance company. 

2. Nothing in this decree shall prevent the Manufac- 
turer from obtaining such assurances as it may desire from 
one or more finance companies before or after adoption of 
any plan or modification that it or they will make such plan 
or modification available for at least a specified period of 
time; provided, however, that the Manufacturer may not 
give such finance company or finance companies, as con- 
sideration for such assurances, any consideration prohib- 
ited by this decree. 

3. The adoption or modification of any plan under this 
sub-paragraph (kh) shall not preclude any aggrieved finance 
company or any other aggrieved person, who considers 
that such plan or modification constitutes an unreasonable 
restraint of trade or commerce in automobiles under the 
Shennan Anti-trust Law from applying to this court to 
vacate such plan, and the court reserves jurisdiction to 
make an order upon such application approving or vacat- 
Ing such plan, upon the execution of proper bond against 
damages for an order of vacation subsequently reversed 
or vacated. 
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(1) The Manufacturer shall not use any informa- 
tion obtained from any dealer, his agents, represent- 
atives, servants and employees, either directly by 
examination or inspection of his books or records, 
or through financial, operating or other statements 
or reports or otherwise, nor shall it require disclo- 
sure of any such information, for the purpose of 
influencing such dealer to patronize Respondent 
Finance Company or any other finance company 
or group of finance companies. Nothing herein con- 
tained ‘shall apply to the disclosure or use of any 
information at the dealer’s written request or for 
the purpose of assisting the dealer, at his specific 
written request, to obtain wholesale or retail finane- 
ing or special facilities or services from Respondent 
Finance Company or any other finance company 
designated by the dealer in such written request. 


7. The Respondent Finance Company: 


(a) Shall not represent in any manner to any 
dealer that the Manufacturer requires him to pat- 
ronize Respondent Finance Company, or that his 
failure to do so will result in the cancellation or ter- 
mination by the Manufacturer of his contract, fran- 
chise or agreement, or in the loss of any advantage, 
service or facility furnished by the Manufacturer, 
or that Respondent Finance Company ean obtain 
from the Manufacturer any facility, service or priv- 
ilege which is not available to any other finance com- 
pany, except (if Respondent Finance Company i 18 
a registered finance company) such services, facil- 
ities or privileges as result from the registration of 
a registered finance company, under paragraph 6 of 
this decree; 

(6) Until further order of this comt pursuant 
to paragraph 8 hereof, shall pay to every dealer who 
ceases to do business with it the amount of all re- 
serves standing to the credit of such dealer, less any 
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off-setting indebtedness of such dealer, such pay- 
ment to be made not later than thirty (30) days 
after liquidation of all of the retail paper acquired 
from such dealer, and shall comply with any pro- 
visions relating thereto contained in any further 
decree entered pursuant to paragraph 8 of this 
decree; 

(c) Shall not enter into any contract, agreement 
or understanding with any dealer, in connection 
with wholesale financing for which a separate 
charge is not made, which requires the dealer to 
deal with Respondent Finance Company in respect 
of retail financing of automobiles not financed at 
wholesale by Respondent Finance Company; 

(d) Shall not, except upon written request of the 
dealer or prospective dealer, arrange or agree with 
the Manufacturer that an agent of the Manufacturer 
and an agent of Respondent Finance Company shall 
together be present with any dealer or prospective 
dealer for the purpose of influcncing the dealer or 
prospective dealer to patronize Respondent Finance 
Company; provided, however, that it shall not he a 
violation of this decree for Respondent Finance 
Company by joint conference with a dealer or pro- 
spective dealer and a representative of the Manu- 
facturer to agree to furnish to such dealer or pro- 
spective dealer, because of his financial situation or 
requirements, special facilities or services (such 
term not including only the financing of the ship- 
ment or delivery of automobiles to such dealer or 
prospective dealer and/or only the purchase or 
acquisition of retail time sales paper from him in 
the regular course of business) and in part consid- 
eration of such special facilities or services to ar- 
range for the dealer or prospective dealer to do 
business with Respondent Finanee Company on an 
exclusive basis for such reasonable period of time 
as may be agreed between them. 
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8. In the event that a final decree not subject to further 
review is entered by a court of competent jurisdiction in 
any proceeding hereafter instituted by the United States 
against General Motors Corporation and Genera] Motors 
Acceptance Corporation, granting relief to the Govern- 
ment against said corporations upon allegations substan- 
tially identical with the allegations in Paragraph 18 of 
Section III of the petition herein, then and in that event 
the court shall have jurisdiction to enter its supplemental 
decree herein granting such relief, if any, against the Re- 
spondent Finance Company, or any of them, with respect 
to the allegations of said paragraph of the petition, as 
justice may then require. Such proceedings shall be upon 
application of the United States and upon proper notice 
and opportunity for hearing to the respondents and the 
presentation of evidence (including evidence with respect 
to the other acts and practices of the Respondent Finance 
Company and the Manufacturer alleged in the petition and 
~ evidence of the acts and practices of other finance com- 
panies and the volume of business done by them) relevant 
in determining the legality under the Sherman Anti-trust 
Law of the acts and practices of the Respondent Finance 
Company alleged in Paragraph 18 of Section III of the 
petition and established before the court, considered in 
combination with any other acts and practices of the Re 
spondent Finance Company and the Manufacturer alleged 
in the petition and established before the court, and rele- 
vant in determining what further decree, if any, is neces- 
sary in addition to this decree in order to require Respond- 
ent Finance Company thereafter to conduct its business 
in accordance with the Sherman Anti-trust Law in respect 
of the acts and practices alleged in said paragraph, reserv- 
ing to each of the Respondent Finance Company the right 
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to present all defenses in law or fact as to any of the 
matters tendered by the Government in such proceeding 
which would be open if this decree had not been entered, 
provided, however, that such supplemental decree shall be 
subject to review as fully as though entered as the final 
decree in an original nonjury action and shall be vacated 
upon motion of any party if not so reviewable. 

9. The respondents shall not in combination or con- 
spiracy do any act which this decree forbids or omit any 
act which this decree requires. 

10. Upon complaint by the petitioner that any respond- 
ent has failed to comply with the provisions of the fore- 
going sub-paragraphs (e), (f), (2), and (1) of paragraph 
6, or of sub-paragraph (d) of paragraph 7 of this decree, 
and the defense of such respondent that the act or acts 
complained of were not done for the forbidden purpose 
or purposes, the burden shall be upon such respondent to 
prove that the act complained of was done for a purpose 
not forbidden. 

11. The Manufacturer shall mail a copy hereof to its 
dealers, regional and district managers and field represen- 
tatives in the continental United States and Respondent 
Finance Company shall mail a copy hereof to its zone, 
regional and branch managers in the continental United 
States; and said Manufacturer and Respondent Finance 
Company, respectively, shall within thirty (30) days after 
the entry of this decree file with this court an affidavit or 
afdavits showing the manner in which they severally shall 
have complied with this provision hereof. 

12. The respondent Finauee Company shall not pay to 
any anfomobile manufacturing company and the Manufac- 
turer shall not obtain from any finance company any 
Inoney or other thing of value as a bonus or commission 
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on account of retail time sales paper acquired by the 
finance company from dealers of the Manufacturer. The 
Manufacturer shall not make any loan to or purchase the 
securities of Respondent Finance Company or any other 
finance company, and if it shall pay any money to Respond- 
ent Finance Company or any other finance company with 
the purpose or effect of inducing or enabling such finance 
company to offer to the dealers of the Manufacturer a 
lower finance charge than it would offer in the absence of 
such payment, it shall offer in writing to make, and if 
such offer is accepted it shall make, payment upon sub 
stantially similar bases, terms and conditions to every other 
finance company offering such lower finance charge; pro- 
vided, however, that nothing in this paragraph contained 
shall be construed to prohibit the Manufacturer from 
acquiring notes, bonds, commercial paper, or other evidence 
of indebtedness of Respondent Finance Company or any 
other finance company in the open market. 

It is an express condition of this decree that notwith- 
standing the provisions of the preceding paragraph of this 
paragraph 12 and of any other provisions of this decree, 
if an effective final order or decree not subject to further 
review shall not have been entered on or before January 1, 
1941, requiring General Motors Corporation permanently 
to divest itself of all ownership and control of General 
Motors Acceptance Corporation and of all interest therein, 
then and in that event, nothing in this decree shall pre 
clude the Manufacturer from acquiring and retaining 
ownership of and/or control over or interest in any finance 
company, or from dealing with such finance company and 
with the dealers in the manner provided in this decree or 
in any order of modification or suspension thereof entered 
pursuant to paragraph 12a. The Court, upon application 
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of the respondents or any of them, will enter an order or 
decree to that effect at the foot of this decree, and the right 
of any respondent herein to make the application and to 
obtain such order or decree is expressly conceded and 


granted. 
12a. It is a further express condition of this decree that: 

(1) If the proceeding now pending in this court 
against General Motors Corporation instituted by 
the filing of an indictment by the Grand Jury on 
May 27, 1938, No. 1039, or any further proceed- 
ing initiated by reindictment of General Motors 
Corporation for the same alleged acts, is finally 
terminated in any manner or with any result 
except by a judgment of conviction against 
General Motors Corporation and General Motors 
Acceptance Corporation therein, then and in that 
event, every provision of this decree except those 
contained in this sub-paragraph (1) of this para- 
graph 12a of this decree, shall forthwith become in- 
operative and be suspended, until such time as 
restraints and requirements in terms substantially 
identical with those imposed herein, shall be im- 
posed upon General Motors Corporation and Gen- 
eral Motors Acceptance Corporation and their sub- 
sidiaries either (a) by consent decree, or (b) by 
final decree of a court of competent jurisdiction not 
subject to further review, or (c) by decree of such 
court which although subject to further review con- 
tinues effective. The court reserves jurisdiction 
upon application of any party to enter orders at the 
foot of this decree in accordance with the provisions 
of this paragraph. 

(2) A general verdict of guilty returned against 
General Motors Corporation in said proceeding, fol- 
lowed by the entry of judgment thereon, shall be 
deemed to be a determination of the illegality of any 
agreement, act, or practice of General Motors Corpo- 
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ration which is held by the trial court, in its instruc- 
tions to the jury, to constitute a proper basis for 
the return of a general verdict of guilty. A special 
verdict of guilty returned against General Motors 
Corporation in said proceeding, followed by the 
entry of judgment thereon, shall be deemed to 
constitute a determination of the illegality of any 
agreement, act, or practice of General Motors Corpo- 
ration which is the subject of such special verdict of 
guilty. A plea of guilty or nolo contendere by 
General Motors Corporation, followed by the entry 
of judgment of conviction thereon, shall be deemed 
to be a determination of the illegality of any agree- 
ment, act, or practice which is the subject matter of 
such plea. The determination, in the manner pro- 
vided in this clause, of the illegality of any agree- 
ment, act, or practice of General Motors Corpora- 
tion shall (for the purposes of clause (3) .of this 
paragraph) be considered as the equivalent of a 
decree restraining the performance by General 
Motors Corporation of such agreement, act or prac- 
tice, unless or until such judgment is_ re- 
versed, or unless such determination is based, in 
whole or in part, (a) upon the ownership by Gen- 
eral Motors Corporation of General Motors Ac- 
ceptance Corporation, or (b) upon the performance 
by General Motors Corporation of such agreement, 
act, or practice in combination with some other 
agreement, act, or practice with which the respond- 
ents are not charged in the indictment heretofore 
filed against them by the Grand Jury on May 27, 
1938, No. 1040; 

(3) After the entry of a consent decree against 
General Motors Corporation, or after the entry of 
a litigated decree, not subject to further review, 
against General Motors Corporation by a court of 
the United States of competent jurisdiction, or 
after the entry of a judgment of conviction against 
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General Motors Corporation in the proceeding here- 
inbefore referred to, or after January 1, 1940 
(whichever date is earliest), the court upon appli- 
cation of any respondent from time to time will 
enter orders: 

(1) suspending each of the restraints and require- 
ments contained in sub-paragraphs (d) to (f) and 
(h) to (1), inclusive of paragraph 6 of this decree 
to the extent that it is not then imposed, and until 
it shall be imposed, in substantially identical terms, 
upon General Motors Corporation and its subsidi- 
aries, and suspending each of the restraints and 
requirements contained in sub-paragraphs (a), {c), 
and (d) of Paragraph 7 of this decree to the extent 
that it is not imposed and until it shall be imposed 
in substantially identical terms, upon (Qeneral 
Motors Acceptance Corporation and its subsidiar- 
ies, either (w) by consent decree, or (z) by final 
decree of a court of competent jurisdiction not sub- 
ject to further review, or (y) by decree of such 
court which, although subject to further review, 
continues effective or (z) by the equivalent of such 
a decree as defined in clause (2) of this paragraph; 
provided, however, that if the provisions of a con- 
sent or litigated decree against General Motors Cor- 
poration and its subsidiaries corresponding to sub- 
paragrapbs (7) and (k) of paragraph 6 of this 
decree are different from said sub-paragraphs of 
this decree, then upon application of the respond- 
ents any provision or provisions of said sub-para- 
graphs will be modified so as to éonform to the cor- 
responding provisions of such General Motors Cor- 
poration decree; 

(11) suspending each of the restraints and re- 
quirements contained in the remaining sub-para- 
graphs (a), (b), (c), and (g) of paragraph 6 to the 
extent that it is not then imposed, and until it shall 
be imposed, upon General Motors Corporation and 
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its subsidiaries in any manner specified in the fore- 
going sub-clause (i) of this clause (3), if any 
respondent shall show to the satisfaction of the 
court that General Motors Corporation or its sub- 
sidiaries is performing any agreement, act, or prac- 
tice prohibited to the Manufacturer by said remain- 
ing sub-paragraphs, and suspending each of the 
restraints and requirements contained in sub-para- 
graph (6) of Paragraph 7 of this decree to the 
extent that it is not imposed, and until it shall be 
imposed, upon General Motors Acceptance Cor- 
poration and its subsidiaries in any said manner, if 
any respondent shall show to the satisfaction of the 
court that General Motors Acceptance Corporation 
is performing any agreement, act, or practice pro- 
hibited to Respondent Finance Company by said 
sub-paragraph (6) of Paragraph 7; 

(iii) suspending the restraints of sub-paragraph 
(d) of paragraph 7 of this decree as to Respondent 
Finance Company, in the event that the restraints 
of sub-paragraph (2) of paragraph 6 of this decree 
are suspended as to the Manufacturer ; 

(4) The right of the respondents or any of them 
to make any application for the suspension of any 
provision of this deeree in accordance with the pro- 
visions of this paragraph 12a and to obtain such 
relief is herebv expressly granted. 


In the event that at any time prior to the date when 
General Motors Corporation has permanently divested it- 
self of all ownership and control of and interest in General 
Motors Acceptance Corporation, General Motors Accept- 
ance Corporation shall make available to dealers of Gen- 
eral Motors Corporation in any area a finance charge, on 
all or any class of automobiles sold by dealers of Gencral 
Motors Corporation, less than the finance charge then gen- 
erally available to dealers of the Manufacturer within such 
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area, nothing in this decree shall prevent the Manufac- 
turer from making, and the Manufacturer may make, ad- 
make such applications and to obtain such relief is 
dealers in such area who agree to reduce to an amount 


approved by the Manufacturer (but not less than that then 
made available by General Motors Acceptance Corpora- 
tion) the finance charges which such dealers of the Manu- 


. facturer in such area receive from any class of retail pur- 


chasers of automobiles, provided that such adjustments, 
allowances, or payments shall not discriminate among such 
dealers in such area. 

13. This decree shall not be pleaded in bar by the re- 
spondents in any action under the Anti-Trust Laws insti- 
tuted by the petitioner against them or any of them in this 
court or in a court in any other judicial district as to 
matters arising after the entry of this decree; provided, 
Sores that this paragraph shall not apply to matters 
. Which are covered by this decree or which form a part of 
; the cause of action herein or which are a continuance or 
| repetition of acts or practices in which the respondents 
how engage which form a part of the cause of action herein. 

14. Jurisdiction of this cause is retained for the purpose 


a ‘f enabling any of the parties to this decree to make ap- 


|. 


F, + tion to the construction of or carrying out of this decree, 
ie ! for the modification thereof (including, without limitation, 

a 
. any of them required in order to conform this decree to 
: 3 any Act of Congress enacted after the date of entrv of 


plication to the court at any time for such further orders 
‘ and directions as may be necessary or appropriate in rela- 


any modification upon application of the respondents or 


| this decree), for the enfor cement of compliance therewith, 
| the punishment of violations thereof, and the carr ying out 


| of the provisions of subparagr aphs (j) and (hk) of para- 
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graph 6 hereof, and the October, 1938, Term of this court 
is hereby extended indefinitely for such purposes. 

15. It is hereby further provided that if it shall appear 
to the court upon application of any respondent that, (A) 
in any twelve (12) months’ period after the date of entry 
of this decree, any present or future competitor of the 
Manufacturer other than General Motors Corporaticn or 
Ford Motor Company shall have sold in the United States, 
or any State thereof, a quantity of automobiles that shall 
equal or exceed 25%, of the automobiles sold by the Manu- 
facturer in the United States or said State in said period, 
and (B) that such competitor is doing or engaging in any 
of the acts, practiees, prucedures or things then prohibited 
hereunder or is failing to do or engage in any act, practice, 
procedure or thing required hereunder, and (C) that the 
doing or engaging in of said acts, practices, proceedures or 
things, or the omission of them, as the case may be, by such 
coinpetitor has resulted or threatens to result in placing 
the Manufacturer at a competitive disadvantage in the sale 
of automobiles as against such competitor, and (D) that 
the petitioner herein has not obtained or is not proceeding 
with due diligence by civil or criminal proccedings, 
to obtain an adjudication of the illegality of such arts, 


practices, procedures or things so performed or engaged in, _ 


or omitted to be performed or engaged in, as the case may : 
be, under the Anti-Trust Laws, the court upon applieation : 
of the respondents or any of them will enter its further 
order and decree providing that the provisions of. this 
decree not so imposed upon or sought to be adjudicated _ 
against such competitor shall be inoperative and that they 
shall have no future force or effect in the United States | 
or said State, as the case may be, and the right of the | 
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respondents to make such applications and to obtain such 
relief is hereby expressly granted. 

It is hereby further provided that if it shall appear to 
the court upon application of any respondent that (A) in 
any twelve (12) months’ period after the date of entry of 
this decree any present or future competitor of Respond- 
ent Finance Company other than General Motors Ac- 
eeptance Corporation or Commercial Investment Trust 
Corporation or Universal Credit Company shall have 
financed the retail sale of a quantity of automobiles in the 
United States or any State thereof that shall equal or 
exceed 20% of the automobiles the sale of which was 
financed by Respondent Finance Company in the United 
States or said State in said period; and (B) that such 
competitor is doing or engaging in any of the acts, prac- 
tices, procedures, or things then prohibited hereunder or is 
fuling to do or engage in any act, practice, procedure, or 
thing required hereunder; and (C) that the doing or en- 
gaging in of said acts, practices, procedures or things, 
or the omission of them, as the case may be, by such com- 
petitor has resulted or threatens to result in placing the 
Respondent Finance Company at a competitive disadvan- 
lage in financing the sale of automobiles as against such 
competitor: and (D) that the petitioner herein has not 
obtained or is not proceeding with the due diligence by civil 
reriminal proceedings to obtain an adjudication of the 
legality of such acts, practices, procedures, or things so 
herformed or engaged in, as the case may be, under the 
Anti-Trust Laws, the court upon application of the 
respondents or any of them will enter its further order and 
leeree providing that the provisions of this deerce not so 
Imposed upon or sought to be adjudicated against such 
mpetitor shall be inoperative and that they shall have no 
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future force or effect in the United States or said State, 
as the case may be, and the right of the respondents to 
make such applications and to obtain such relief is 
hereby expressly granted. 

16. Nothing in this decree shall limit the control by the 
Manufacturer of a subsidiary or limit the control by 
Respondent Finance Company of any subsidiary or afiili- 
ated company. 

17. Whenever obligations are imposed upon the respond- 
ents by the laws or regulations of any state with which the 
respondents by law must comply in order to do business in 
such state, the court upon application of the respondents 
or any of them will from time to time enter orders reliev- 
ing the respondents from compliance with any require- 
ments of this decree in conflict with such laws or regula- 
tions and the right of the respondents to make such ap- 
plications and to obtain such relief is expressly granted. 

18. After four. years after the date of the entry of this 
decree any respondent may apply to the court to vacate 
this decree or any supplemental decree entered pursuant 
to paragraph 8 hereof or to vacate or modify any provision 
thereof on the ground that the commission or omission of 
any of the agreements, acts, or practices herein prohibited 
or required, under the economic or competitive conditions 
existing at the time of such application, does not constitute 
an unreasonable restraint of trade or commerce among the 
states in automobiles within the meaning of the Sherman 
Anti-trust Law as amended to the date of such application, 
regardless of whether or not such economic or competitive 
conditions are new or unforeseen. Jurisdiction of this 
cause is retained for the purpose of granting or denying 
such applications as justice may require and the October 
1938 Term of this court is hereby extended indefinitely 
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for such purpose and the right of the respondents to make 
such applications and to obtain such relief is expressly 
granted. The provisions of this paragraph are in addi- 
tion to, and not in limitation of, the provisions of any other 
paragraph of this decree. 

19. This decree shall have no effect with respect to 
respondents’ acts and operations without the continental 
United States or to their acts and operations within the 
continental United States relating, exclusively, to acts and 
operations without the continental United States. 

20. This decree shall go into effect one hundred and 
twenty days after the date of entry hereof, except as to the 
provisions of paragraphs 8, 11, and 12, hereof, which said 
paragraphs shall take effect as therein provided. 

THos. W. Suick, District Judge. 


Datep: NoveMBER 15, 1938. 
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UNITED STATES DISTRICT COURT 


NORTHERN DISTRICT OF INDIANA 
FORT WAYNE DIVISION 


UNITED STATES OF AMERICA, 
Plaintiff, ) 

Vv. Civil Action No. 1297 
CHRYSLER CORPORATION and Filed: April 7, 1941 
CHRYSLER MOTORS CORPORATION,  ) 

Defendants. 
COMPLAINT 


The United States of America, by its attorneys, acting under the 
direction of the Attorney General of the United States, brings this 
civil action against the above-named defendants and compleins and 
alleges as follows: 

I 
JURISDICTION AND VENUE 

1. This complaint is filed and these proceedings are instituted 
under Section 4 of the Act of Congress of July 2, 1890, c. 647, 26 Stat. 
209, (15 U.S.C. Sec. 4), as amended, entitled "An Act to protect trade 


and commerce against unlawful restraints and monopolies," 


commonly 
known as the Sherman Act, and under Section 15 of the Act of Congress 
of October 15, 1914, c. 323, 38 Stat. 736, (15 U.S.C. Sec. 25), as 
amended, entitled "An Act to supplement existing laws against unlawful 


restraints and monopolies and for other purposes,” 


commonly known as 
the Clayton Act, in order to prevent and restrain continuing violations 
by the defendants, as hereinafter alleged, of Section 1 of the Sherman Act, 


(15 U.S.C. Sec. 1) and of Section 3 of the Clayton Act (15 U.S.C. Sec. 14). 


b 


Ne 
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2. Defendants Chrysler Corporation and Chrysler Motors Corporation 
@ech transact business and are found within the Northern District of 
Indiana, 

ao 
DZ PENDANTS 

3. DeferJamt chrysler Corporation (hereinafter sometimes referred 
Co as “Chrysler'*y » & corporation organised and existing under the laws 
Of the State of Delaware, is hereby made a defendant herein. Chrysler 


and 
tts subsidiaries are engaged in the manufacture, distribution and 


sele of eutomob i les, trucks, automobile parts and accessuries. 

‘. Defendant Chrysler Motors Corporation (hereinafter sometimes 
teferred to as **Chrysler Motors"), a corporation organized and existiig, 
ander the lave Of the State of Delaware, is hereby mede a defendant herein. 
Carysler Motor» is @ wholly owed subsidiary of Chrysler and performs the 


function of 
. 9£ wee tbuting and selling the automotive products manufactured 


by its parent , Chrysler 


5. The 
“cte alleged in this complaint to have heen done by each 


ef the cor r 
porate Gefendants were authorized, ordered, or done by the 


officers, dic 
“Ctors, agents, or employees of said corporate defendants. 


Ill 


CO-CONSPIPATORS 


= Trou ‘ 
® chrysler Motors’ franchised dealers throughout the 


Uaited State 
a 
“2 others have participated as co-conspirators in the 


- $ 
“ft aon 1 of the Sherman Act hereinafter alleged and have 


done acts an 
a 
@de etatemnts in furtherance thereof. 


V. Whe 
Rewe 
© io thie complaint reference fc made to any act, deed, 


or transaction, 
[em the part of de-endants Chrysler or Chrysler Motors, 


or the CO- Con, 
a 
PX ators, such sile,ations shall be deemed to wean that 
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euch acts, deeds, or transactions were euthorized, ordered, or done 
by ite officers, directors, agents, or employees while actively 


engaged in the management, direction and control of its affairs. 


IV 
DEFINITIONS 
8. “Automobiles,” as used herein, refers to new motor vehicles 
manufactured and sold to the general public for che primary purpose 
of providing transportation for a limited group of passengers. 
9. “Dealer,” as used herein, means a person, firm, or corpora- 
tion, franchised by an automobile manufacturer to sell automobiles at 


retail io the United States. 


Vv 
TRADE AND COMMERCE 

10. The automobile manufacturing industry in this country is cou- 
posed of three major corporations, each manufacturing and selling a 
number of different lines of automobiles and two smaller compenies, 
referred to as "independents," manufecturing and selling a limited 
line of automobiles. The three major companies, General Motors 
Corporation, Ford Motor Company, and Chrysler, accounted for approxi- 
mately 91.12% of all automobiles produced in the United States durirg 
the year 1960. The remaining 8.9% was manufactured by the independents, 
American Motors Corporation and Studebaker-Packard Corporation. The 
total of automobiles manufactured in the United Stetes during 1960 
exceeded 6.6 million units. 

ll. Defendant Chrysler is one of the major sutomobile manufscturers, 
ranking third in sales of automobiles. Defendant Chrysler is also one 
of the largest industrisl corporations in the United States, ranking 
in the top ten, according to emount of sales. Chrysler manufactures 


automobiles and parte and components therefor in plants located in 


i = 
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vatious states of the United States. For the year ending December 31, 
1960, defendant Chrysler had net sales of $3,007,048, 707, total assets 
of $1,368,533,895, and total automobile and truck sales of 1,147,001 
units. The automobiles manufactured by Chryaler sre sold under the 
trade names of Valiant, Plymouth, Lancer, Dodge, Dodge Dart, Chrysler 
and Imperial. Until recently Chrysler also aanufectured e car under 
the trade name Desoto. In addition, Chrysler owns a substantial etock 
interest in the French company manufacturing the Siwce automobile. 

12. Chrysler Motors sells the automobiles manufactured by Chrysler 
to over 6,300 individual dealers located in ali perta ot Che country. 
These dealers, holding franchises from Chrysler Motors and selling 
Crysler produced sutomobiles, constitute spproximately 20% of all 
dealers handling automobiles produced by manufacturers in thie country. 
Carysler Motore also distributes and selis the Simca automobile to 
deslers throughout the United States. A substantial portion of che 
automobiles manufactured by Chrysler and sold by Chrysler Motors moves 
ia interstate commerce in a continuous flow from manufacturing plants 
to said dealers located throughout the United States. Chrysler and 
Chrysler Motors are engaged in interstate commerce. 

13. Studabaker-Packerd Corporation is the smallest, although the 
successor in interest to the oldest, manufacturer of automobiles in the 
United States. The company presently produces two lines of automobiles, 
the compact “Lark” and the semi-sports "Hawk" in a plant in South Bend, 
Indiana. The compeny sells its cars to approximately 2,258 dealers through- 
owt the United States. Of this number, some 781 dealers were “dualed" with 
enother dameatic make of automobile, that is, the dealer wes franchised 
by another domestic manufecturer to purchase and sell its automobiles. 
Por the year ending December 31, 1960, Studebaker-Packard reported ner 
seles of $323,226,633, and net incume of epproximately $708,000. During 
the year 1960, Studebaker-Packard produced approximately 105,958 euto- 


@bdiles, accounting for spproximately 1.62% of totel United States 
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production. Compared to the defendant Chrysler, Studebeker - Packard's 
production of automobiles, and its share of domestic production was 
approximately 1/l0th of Chrysler's. 

14. Chrysler Motors began the sale of automobiles with the trade 
name Valiant" in the fall of 1959. In order to obtain an organization 
of dealers to merchandise this automobile, it offered contracts, or 
franchises, to certain dealers who were already engaged in the sale 
of other types of automobiles manufactured by Chryster Corp. ‘Some of 
these dealers were also engaged in the sale of sutomodiies manufac! ured 
by, among others, Studebaker-Packard Corporation. 

VI 
OFFENSES CHARGED 

15. Defendants Chrysler and Chrysler Motors, and the co-conspirators, 
continuously, and for at least a year prior to the date of the filing 
of this complaint, have been and are now engaged in a continuation and 
conspiracy, and have been and ate now parties to unlawfil contracts, 
agreements, and understandirss among themselves and with others to the 
plaintiff unknown in unreasorable restraint of interstate trade and 
commerce in automobiles in violation of Section 1 of the Sherman Ac<. 

16. The unlawful combination and conspiracy has consisted ox a 
continuing agreement and concert of action between the defendants, tne 
co-conspirators, and others the substantial terms of which heve een 
and are: 

(a) that defendant Chrysler Motors, in selling the auto- 
mobiles manufactured by defendant Chrysler, wouid require 
dealers to enter into written and oral contracts, agree- 
ments and understandings the substantial terms of which 
Tequire the dealers to agree not to deal in or sell 
the Lark and other eutcnbiles competitive with the 
Vaitant automobile or other automobiles manufaccureJ by 


defendant Chrysler; 
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(b) that defendant Chrysler Motors would require dealers to 
enter into written and oral contracts, agreements and 
understandings which require the dealers to contine their 
purchase and sale of automobiles exclusively to the auto- 
mobiles distributed or sold by Chrysler Motors; 

(c) thet defendant Chrysler Motors would terminate the sales 
agreements of, or threaten to terminate the sales agree- 
ments of those dealers who did not adhere to the terms 
of the combination and couspiracy and agreements and 
understandings; 

(4) thac defendant Chrysler Motors would use pressure, 
coercion and divers means to induce its dealers to 
terminate sales agreements with Studebaker-Packard and 
other competitors of defendant Chrysler. 

(e) that defendant Chrysler Motors would not give franchises 
to sell the Valiant sutomobile to any of its dealcrs who 
were also selling Lurks and other competitive automobiles 
unless such deuJcr agreed to terminate, or cease ordering 
the competitive automobiles. 

1). Defendants Chrysler and Chrysler Motors continuously, and for 
at least a yesr prior to the filing of this complaint, while engaged in 
the aforesaid futeratate commerce, have sold automobiles to a substantial 
cumber of dealers on the condition, understanding and agreement that said 
derlers shall not deal in or sell the Lark and other automobiles manu- 
factured and sold by others than defendants. The effect of these trans- 
actions, more fully described below, may be to substantially lessea 
“mpetition or tend to create a monopoly in the dietribution and sale of 
mW automobiles in interstate commerce in violetion of Section 3 of the 
Clayton Act. 

-8. On numerous occasions representatives of Chrysler Motors informed 
its dealers that they would not be awarded the right to sell Valiant or other 


Chivsier gutomobiles excep’. ua the conclition thar they terminate their 
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franchise to sell Lark automobiles manufactured by Studebaker-Packard 
Corporation and autonobiles menufactured by others. A substantial 
number of Chrysler Motors dealers entered into such agreesents and 
understandings with Chrysler Motors. 

19. On numerous occasions prior to ewarding e Valiant, or other 
Chrysler sutomebile, franchise, representatives of Chrysler Motors 
required that Chrysler Motors dealers, who also sold Lark autornobiles 
manufactured by Studebaker-Packard, submit written resignations of their 
Lark franchises to Chrysler Motors' representatives who thereafter 
mailed said resignations to Studebaker-Packard Corporation. Such resig- 
nations were required by Chrysler Motors’ representstives as a condition 
to ewarding the Valiant, or other Chrysler automobile, franchise end 
were sometimes written by the Chrysler Motors representative. On cther 
occasions, representatives of Chrysler Motors induced dealers with 
Studebaker-Packard franchises, ss a condition to obtaining a Valiant, 
or other Chrysler automobile, franchise, to refrain from ordeiing Larks 
in order that Studebaker-Packard would itself terminate the dealers’ 
franchise. 

20. Defendants are continuing and will contiuue the offenses herein 
slleged unless the relief hereinafter prayed for is granted. 

Vil 
EFFE 

21. The aforesaid combination, conspiracy, contracts, conditions, 
agreements, understandings, and the aforeseid action and conduct of 
defendants in entering into, obtaining and enforcing them, have had the 
effect, as intended by defendants Chrysler and Chrysler Motors, of: 

(a) causing substantial injury to Studebaker-Packard Corp. 
by depriving that company of a substantial number of 


dealer outlets, and thereby substantially lessening 


competition; 


nt a ernest, flies gins a. ee mie nes ed . 
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(0) foreclosing manufacturers of automobiles other then 
Chrysler Corp. from access to s substantial number 
of dealers for the retail distribution of sutomobiles 
aenufectured and sold by then; 
(c) preventing a substantial number of dealers from ecting 
as retail outlets for automobiles mamufsctured snd sold by 
others than Chrysler and Chrysler Motors; 
(4) depriving consumers of the opportunity to purchase 
from o substantial number of dealers automobiles manufac- 
tured and sold by others than Chrysler end Chrysler 
Motors; 
ead have had the effect of unreasonably restraining and substantially 
lessening competirion in, and tending to create a moncpoly in, the 
aforesaid trade and commerce in automobiles in violation of Section 1 


of the Sherman Act and Section 3 of the Clayton Act. 


PRAYER 
WEREPOSE plaintiff prays: 

1. Thac the Court adjudge and decree that detendante Chrysler, 
Crysler Motors and the co-conspirators have unreasonably restrained, 
tod substantially lessened competition in, the above-described interstate 
trade and commerce in automobiles in violation of Section 1 of the 
Rermn Act and Section 3 of the Clayton Act. 

2. That the aforesaid contracts, conditions, agreements and under- 
standings, and the sforesaid action and conduct of defendants Chrysler 
tad Crysler Motors in requiring and enforcing said contracts, condi- 
tions, agreements and underatandings, and in forming the unlawful com- 
bination and conspiracy, be adjudged and decreed to be illegal end in 
Violation of Section 1 of the Sherman Act and Section 3 ut the Clsyton 
Act aad be ordered cancelled and terminated. 

3. That the defendants and their officers, directors, agents, 


teptesentatives, and all persons acting or clafaing to act cn che.r 
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behalf, be enjoined from continuing, reviving or renewing the afore- 
said unlawful conduct and the aforesaid contracts, conditions, agree- 
ments and understandings and the unlawful combination and conspira:y, 
and from engaging in practices having the purpose or effect of 
continuing, reviving or renewing any similar violation of the Sherman 
Act or Clayton Act. 

4. That @ preliminary injunction issue enjoining and restraining 
the defendants and their officers, directors, agents, representatives, 
and all persons acting or claiming to sct on their benali from entering 
into or carrying out any contract, agreement or understanding o¢ con- 
tinuing any cowbination and conspiracy with any person which has the 
purpose or effect of requiring such person to refrain from dealing in 
automebiles manufactured by Studebaker-Packard Corporation or any other 
automobile manufacturer. 

5. That the plaintiff have such other and further relief sa the 
nature of the case may require and the Court may deem just and proper. 


6. That the plaintiff recover its taxable costes. 


oe o. ‘ea 
Lté: <0 ren Pos gt 


WILLIAM C. Mu:23 ve 


Attorney, Department of Justice 
LEE LOEVINGER 


Assistant Attorney General 


bccity Durrett Tbaptg ih oo On 
: RICHARD BR. co ae 


D. REY ly Ge eae Attorney, Departwent Of Juatice 
Attorney, Departmes6_yt Judgice 










FENNFTH C. RAUB 
United States Attorney 
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Iv TH= UNITED STATES DISTRICT COURT 
FOR THE NORTHERN DISTRICT OF INDIANA 


SOUTH BEND DIVISION 


°Vg- 
Civil Action 
: ho. 9 


°3) 


Defendants. 


ORDER MODIFYING FINAL DECREE OF 


ROVEDTER 15, 1938, AS MODIFIED. 


te © session of said Court, held 
Be, (he Federal Building, South 
oF a Indiens, on the 19th day 
Jenuary, 1953. 
PRESSE 
: Honorable Luther W. Swyrert 


District Judce 


This 
m= ttor having come on to be heard on motion of 


“Ola inant Un 

{1 
: tea Stetes and motion of defendants Chrysler 
Tore ion, PSSte 


‘ Motor Corporation, Flymouth Motor Corporetion, 
“te Srothers 


Ce 
*Poration and Chrysler Sales Corporation, and the 


“O.rt being fully, 
“Avised in the premises and with the consent of 


U 
“tea states and of counsel for said defendants, 


tml the defendane = 
© onmmercial Credit Company, et al, 


IT Is ER 
*= Ry ORDERED, ADJUDGED AND DECREED that: 
l. The 


he fisteieves - Part of said motion of complainant to terminate 

ene <7 to restore and be found to be restored to 

Amn 6. of es the provisions of subparagraph (i) of 

ck > final decree dated November 15, 1938, as 
sec, be ang the 


Same hereby is cranted, and said subparagreph 
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(1) is hereby modified as hereinafter set forth. 

2. The part of said motion of complainant to terminate 
the suspension of and to restore and be found to be restored to 
full force and effect the provisions of subparagraphs (e) and (k) 
of paragraph 6. of the final decree dated November 15, 1938, as 
amended, be and the same hereby is denied except as hereinafter set 
forth. 

3. The motion of defendants Chrysler Corporation, 
DeSoto Motor Corporation, Plymouth Motor Corporation, Dodge 
Brothers Corporation and Chrysler Sales Corporation be and the 
same hereby is granted as follows: 

4. Subparagraph (a) of paragraph 6. of said final 
decree dated November 15, 1938, be and the same hereby is modified 
by inserting before the semi-colon at the end thereof the follow- 
ing: "to the extent and wider the circumstances hereinafter set 
forth". 

5. The provisions of subparagraph (b) of paragraph 6. 
of said final decree herein be and the same hereby are modified 
by providing that at any time a procedure for payment of wholesale 
shipments by finance companies engaged in the wholesale financing 
of automobiles substantially similar to the procedure attached to 


the Final Judgment in United States of America vs. General Motors 





Corporation, General Motors Acceptance Corporation, and General 
Motors Sales Corporation, Civil No. 2177 in the District Court of 


the United States for the Northern District of Illinois, Eastern 
Division, a reference to which is contained in paragraph IvV(b) of 
such Final Judgment, or any modification thereof which may then 
be in effect, or any other procedure epproved by this Court efter 
sixty days’ notice to the Attorney General and an opportunity to 


be heard, designed to produce a substantially similar result, shall 
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be deemed to CoOmetitute compliance with this paragraph, thue mak- 


ing said subparagraph read as follows: 


“So long as the Manufacturer shall continue 

to give or assign to Respondent Finance Company 
ov any other finance company, any document of 
title or lien in respect of such automobiles, 
it shal not refuse, upon written request of 
‘ny Other finance company, to make available 
o @€8s8icn to it similar documents of title or 
Hen itn respect of automobiles similarly shipped 
rng tt vered to the dealer and paid for by the 
pes ACe company upon substantially similar terms 

© Onditions; provided, however, that at any 

& procedure substantially similar to the 

tie ere attached to the Final Judgment in 
Co aA States of America vs. General Motors 
(cor ttLion, General Motors Acceptance Corpore- 
Ciy 12 #2 md General Motors Sales Corporation, 
Unit Wo. 2177, in the District Court of the 
bie sin States for the Northern District of Ill., 
apie XA Division, reference to which is made in 
nage ee Iv(b) of said Final Judgment, or any 
See ication thereof which may then be in effect, 
atta other procedure approved by this court 
and r saxty days' notice to the Attorney General 
‘5 ae opportunity to be heard, designed to produce 
to cc Tentially similer result, shall be deemed 

SWAB titute compliance with this paragraph.” 


6. The provisions of subparagraph (c) of paragraph 6. 
of said final Acree be and the same hereby are modified by 
striking the YOras “place of business” where they first occur 
Be ener Sey ijeu thereof the vords "manufacturing or assembly 
plant", by Str tk a, the words "place of business" where they next 
pene andy 1M Se sting in lieu thereof the word “plant”, and by 
ene vet Oe the semi-colon at the end of said subparagraph 
*¢ phrase "oy Sealy to finance companies which extend wholesale 
- stance ing a . ore pursuant to a procedure or plan adopted 
7 Manufacture Xander Subperagraph (b) of this paragraph 6.", thus 
ming said "Dea ragraph read as follows: 


conta, © c) So long as the Manufecturer shall 

or ay, te to furnish Respondent Finance Company 

tain Other finance company space for mein- 
Sune an office in any mnufacturing or 


73326 O—61__ ro 
- R-—15 
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assembly plant of the Manufacturer, it shall 
not refuse, upon substantially equivalent terms 
and conditione and upon written request of any 
other finance company that extends wholesale 
financing facilities to dealers operating under 
franchise of the Manufacturer, to furnish it 
space for maintaining an office in such plant? 
provided that it shall not be a violation of 
this decree for the Manufacturer to furnish 

the same only to registered finance companies 
as defined in subparagraph (j) of this para- 
graph 6. or only to finance companies which 
extend wholesale financing facilities pur- 
suant to a procedure or plan adopted by Manu- 
facturer under subparagraph (b) of this para- 
graph 6.;". 


7. The provisions of subparagraph (d) of paragraph 6. 


of said final decree be and the game hereby are modified to read 


as follows: 


"(a) If the Manufacturer adopte a practice, 
procedure, or plan of furnishing to Respondent 
Finance Company or any other finance company 
the identity of or other information concerning 
dealers or prospective dealers, it shall not 
knowingly refuse to furnish corresponding in- 
formation, upon substantially similar terms 
and conditions and upon specific or continuing 
request as to identity and specific but non- 
continuing request as to other information, to 
any other finance company whose territory includes 
the location of such dealer's or prospective 
dealer's place of business, provided that such 
continuing request shall be renewed in writing 
at the beginning of each calendar year, and 
shall be lodged in the office of the regional 
manager or other designated representative of 
the Manufacturer having jurisdiction over the 
dealer or prospective dealer; and provided that 
it shall not be a violation of this decree for 
the Manufacturer to furnish such information 
only to registered finance c ompanies as defined 
in subparegzraph (j) of this paragraph 6., or 
only to a finence company designated in writing 
to the Manufacturer by the dealer or prospective 
dealer." 


8, The provisions of subparagraph (e) of paragraph 6, 


of said final decree be and the same hereby are stricken out and 


deleted. 


9. The trovisions of subparawraph (f) of paragreph 6, 


of said finel decree be and the same hereby are modified by striking 
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the vords commencing in the first line thereof reading "give 
or make available or deny or threaten to deny to any dealer any 
service or facility, or discriminate among its dealers in any 
other manner”, and by striking the semi-colon at the end of said 
suovaragraph end inserting in lieu thereof a comma and adding 
efter said comma the words "adopt any practice, procedure, or 
plan for giving or making available or denying or threatening 
to deny any dealer any service or facility, or for discriminating 
enong its dealers in any other manner;", thus making said sub- 
perepraph read ag follows: 

"(f) The Manufacturer shall not, for the 

purpose of influencing a dealer to patronize 

Responcent Finance Company or any other finance 

company, or registered finance companies, adopt 

eny practice, procedure, or plan for giving or 

making evaileble or denying or threatening to 

deny any dealer eny service or facility, or 

for discriminating among its deelers in any 

other manner;". 

10. The provisions of subparagraph (g) of paragraph 6. 
of said finel decree be and the same hereby are modified by 
striking the words "designated by the Manufacturer” at the end 
trereof and substituting therefor the words “of any finance company 
owned or controlled by the Menufacturer", thus making said sub- 
Mrapraph read as follows: 

"(g) The Manufacturer shall not enter into 

or further continue any contract or afreement 

with any dealer (1) which provides thet the 

dealer shall patronize only Respondent Finalice 

Compeny or any other finance company selected 

by the Manufacturer or registered finance con- 

panies; or (2) which requires the dealer to 

observe any plen for or rate of financing the 


purchase and sale of automobiles of any finence 
company owned or controlled by the Manufacturer;". 


11. The provisions of subparagraph (i) of pararravh 6. 
o? said final decree be and the same hereby are modified by strik- 


ing the words "Respondent Finence Company or any other finence 
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company” and inserting in lieu thereof the words "any finance 
company owned or controlled by the Manufacturer", and by strik- 
ing out the words "Respondent Finance Company or such other 
finance company", and inserting in lieu thereof the words "such 
finance company", thus making said subparagraph read as follows: 


"(4) The Manufecturer shall not, except 
in each instance upon written request of the 
dealer or prospective dealer, arrange or agree 
with any finance comoany of which the Manufacturer 
shall acquire ownership or control, that an agent 
of the Manufacturer and an agent of the finance 
company shall together be present with any dealer 
or prospective dealer for the purpose of influenc- 
ing the dealer to patronize such finance company; 
provided, however, that it shall not be a viola- 
tion of this decree for the Manufacturer to assist 
any dealer or prospective dealer, because of said 
dealer's or prospective dealer's financial situa- 
tion or requirements, by joint conference with 
him and a representative of aparticular finance 
company, to obtain special facilities or services 
(such term not including only the financing of 
the shipment or delivery of automobiles to such 
dealer or prospective dealer and/or only the 
purchase or acquisition of retail time sales 
paper from him in the regular c ourse of business) 
from the particular finance company and, in part 
consideration of such special facilities or 
services, for such dealer or prospective dealer 
to arrange to do business with such finance 
company on an exclusive basis for a reasonable 
period of time as may be agreed between them;". 


12. The provisions of clause (D) of subparagraph 4 of 
subparagraph (j) of paragraph 6. of said final decree be and the 
same hereby are modified by striking out "(})" where it last appears 
therein and inserting "(k)" in lieu thereof. 

13. The provisions of subparagraph (k) of paragraph 6. 
of said final decree be and the same hereby are restored to full 
force and effect as modified in the manner following: by striking 
subparagraph 3. of said subparagraph by inserting after subparagreph - 
(5) subparagraphs (6) and (7) and modifying paragraph 1l., all as 


set forth below, thus making said subparagraph (k) read as follows: 
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"(k) The tanufacturer shall not re- 
commend, endorse or advertise the Res- 
pondent Finance Comoany or any other 
finance company or comoanies to any 
dealer or to the public; provided, how- 
ever, that nothing in this decree con- 
tained shall prevent the Manufacturer 
in good faith: 


"(1) From adopting from time to 
time a plan or plans of financing re- 
tail sales of new automobiles mede by 
the Manufacturer or from time to time 
withdrawing or modifying the same; 


"(2) From recommending to its 
dealers the use of such plans; 


"(3) From advising its dealers 
that such plans ere available through 
all registered finance companies which 
have indicated their readiness to do 
business under the plan in such dealer's 
area or from advising the names of such 


companies; 


"(4) From advertising to the public 
and recommending the use of such plana; 


"(5) From advertising to the public 
that such plans are available through 
all registered finance companies which 
have indicated their readiness to do 
business under the plan in the area to 
which such advertisement is directed or 
from advertising the names of such com- 
panies; 


"(6) From including mention of any 
finance company owned or controlled by 
Manufacturer in Manufacturer's insti- 
tutional advertising; 


"(7) From advertising any finance 
company owned or controlled by Manu- 
facturer or any other finance Company 
in connection with sales made by 
factory-owned retail stores. 


"(1) The Manufacturer shall notify each registered 
finance company, and any other finance company which makes 
specific request therefor by registered mail, of every plan 
and modification thereof that the Manufacturer shall adopt. 
The notice shall set forth the provisions of the plan or 
modification and the date upon which the plan or modifica- 
tion shall go into effect. The notice to each registered 
finance company shall be mailed not less than thirty days 
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prior to the date upon which the plan or modi- 
fication shall go into effect. Any recistered 
finance company so notified may before the date 
upon which the plan or modification becomes 
effective file with the court notice in writing 
setting forth that it withdraws its sworn state- 
ment because it does not intend to be bound by 
said plan or modification, as the case may be, 
and serve upon the Manufacturer a copvy of said 
notice certified by the Clerk of the COURT, and 
thereupon the finance company at once and withont 
lavse of any time shall cease to be a rerietered 
finance company and the Manufacturer shall notify 
its dealers that said finance company has ceased 
to be a registered finance company. 


"2, Nothing in this decree shall prevent the 
Manufacturer from obtaining euch assurances as 
it may desire from one or more finance companies 
before or after adoption of any plan or modi- 
fication that it or they will make such plan or 
modification available for.at least a svecified 
period of time; provided, however, that the Manu- 
facturer may not give such finance company or 
finance companies, as consideration for such 
assurances, any consideration prohibited by the 
decree." 


14. The provisions of paragraph 10. of said final decree 


be and the same hereby are stricken out and deleted. 


15. The provisions of the second paragraph of paragraph 


12. of the final decree be and they hereby are modified ty inserting 


after the words “acquiring or retaining ownership of and/or control 


over or interest in any finance company" the following: "or from 


making leans to such finance company", thus making said second 


paragraph read as follows: 


"It is an exvress condition of this decree 
that notwithstanding the provisions of the pre- 
ceding paragraph of this paracraph le. and of 
any other provisions of this decree, if an 
effective final order or decree not subject to 
further review shall not have been entered on 
or before January 1, 1041, requiring General 
Motors Corporation permanently to divest itself 
of all ownership and control crf General Motors 
Accevtance Corporation and cf a]l interest 
therein, then and in that event, uvthing in this 
decree shell preclude the Manufacturer from ac- 
quiring and retaining ownership of and/or control 
over or interest in any finance company, or from 
making loans to such finance company or from 
dealing with such finance company and with the 
dealers in the manner provided in this decree or 
in any order of modification or suspension thereof 
entered pursuant to paragraph l2a. The Court, 
upon evplication of the respondents or any of 
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them, will enter an order or decree to that 
effect et the foot or this decree, end the richt 
a reeswvondent herein to make the application 
nd tO obtain such order or decree is expressly 
conceded and granted;" 


and it is hereby 


PURTHER ORDERED, ADJUDGED AND DECTEED that 


16. 
6 The ast pararraph of the order of this Court made 


and 


cated he 
rein om = March 29, 1949, be and it hereby is modified vy 


Inserting ae 
Panes after . 
the words "any finance company" where they first 


“Cur the follow in 


=: 
"fron 
MA ‘Kins loans to such finance company, or", 


Shus ma ° 
ney Sede Da rerravh read as follows: 
" Poe 
rei, 3 ADJUDGED AND DECREED, that nothine 
restondentig said consent decree shall vreciuce 
Cornoratd & » Chrysler Cornoration, DeSoto Motor 
Sales for Plymouth Motor Corvoration, Chrysler 
Tron acaug pation and Dodre Brothers Corporation, 
control 6 Ting and retaining ownership of anc/or 
Or from ~X or interest in eny finance company, 
fron cea “ine loans to such finance comoeny or 
the dealea oS with such finance comvany and with 
sent de-+ S in the manner provided in said con- 


rm 
$usr Asign Cr in eny order of modification or 
: thereof, including this order.” 
4 om 2 
Asth, 1953. 
s Luther W. Sywerert 
L.S.Ded. 
The 


. Une ©rsimned hereby consent to the entry of the fore- 

ele Ori 

- Ag Tiler an 
“Adve notice of hearing thereon. 


S Georce lh. Re2mer 


Keely, Drye, lewcell, Mi;innes 





T. R. Isermen (Mcnter of said Firn) 

storneys for Clirysiler Corcerecion, 
DeSoto Motor Corroretion, Flymouth 
Motor Corporation, Do¢re Brethers 
Corroration and Chrysler Seles 
Corporation. 
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The undersigned hereby consent to the entry of the 


foregoing Order and waive notice of hearing thereon, 


8 Joh Ford Baecher 
Special Assistant to the 
Attorney General 


a/ Newell A. Cla 


2a) Ee ee a 
Acting Assistant Attorney General 


8 Victor H. Kramer 

Special Assistant to the Attorney 
General 

8 Gilmore S. Haynie 


United States Attorney 


a/ Jemes E. Keating 
Assistant United States Attorney 
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The undersigned hereby consent to and waive notice as to 
the entry of the foregoing Order, reserving, however, any rights 
they my have under the final decree of November 15, 1938, as 
modified, to make a pplication for modification, suspension or 


vacetine of any of its provisions. 


Muecke, Mules & Ireton 
by a/ J. Francis Ireton 


(a member of said firm) 


Attorney for Commercial Credit 
Co., a Delaware Corporation. 


Commercial Credit Company, a corpora- 
tion organized and duly authorized to do business 
under the laws of the State of Pennsylvania; the 
Commercial Credit Company, a corporation organized 
and duly authorized to do business under the laws 
of the State of Iowa; Commercial Credit Company, 
a corporation organized and duly authorized to 
do business under the laws of the State of 
Michigan; Commercial Credit Company, a corpora- 
tion organized and duly authorized to do busi- 
ness under the laws of the State of Minnesota; 
Commerciel Credit Company, a corporation or- 
gaNized and duly authroized to do business under 
the laws of the State of Missouri; Commercial 
Cred&t Company, a corporation organized and duly 
authorized to do business under the laws [fol. 2] 
of the State of Illinois; Commercial Credit Com- 
pany, Inc., a corpora tion organized and duly 
authorized to do business under the laws of the 
State of Wisconsin} Commercial Credit Corpora- 
tion, a corporation organized and duly authorized 
to do business under the laws of the State of 
New Jersey; Commercial Credit Company, a cor- 
poration organized and duly authorized to do 
business under the laws of the State of Indiana. 
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(The information referred to at pp. 48 and 57 follows:) 


AMERICAN FINANCE CONFERENCE, INC., 
Chicago, lL, July 28, 1961. 
Hon. EMANUEL CELLER, 
Chairman, Subcommittee No. 5, Committee on the Judiciary, 
House of Representatives, Washington, D.C. 


DEAR Mr. CHAIRMAN: Enclosed is the corrected statement given before the 
Judiciary Committee, along with a copy of my written statement. 

Also enclosed is a copy of the ‘White Paper’ on Automobile Financing.” 
This white paper was referred to on several occasions by several witnesses in- 
cluding the opposition and for that reason, it should be in the records. 

The committee also asked for a copy of the opinion of Holmes Baldridge with 
respect to the 1952 consent decree being res adjudicata so far as divestiture is 
concerned. The opinion is attached. 

Sincerely yours, 
PAUL JONES. 
Chairman, Executive Committee. 


P.S8.—Article in March 24, 1961, Time magazine and another from April 1. 
1961, issue of Automotive News, which I promised in my statement would be 
filed, are also enclosed. 


(The excerpts from Automotive News appear in Mr. Jones’ state- 
ment, at pp. 80 and 81.) 


HoLMES BALDRIDGE OPINION 
A. Question 


Whether the 1952 consent judgment would be res adjudicata of another suit by 
the Government to divorce GMAC from General Motors for alleged violation of 
section 7 of the Clayton Act, where the second suit is supported by evidence shoew- 
ing “leverage,” which evidence (or fact) was not alleged in the first suit. 


B. Nature of doctrine of res adjudicata 


(1) The legal doctrine of res adjudicata is that an existing final judgment ren- 
dered upon the merits of a case, without fraud or collusion, is conclusive of the 
rights of the parties to such suit in all other actions between the same parties 
either in the same or in any other jurisdiction, and constitutes a bar to any sul> 
sequent action on the same claim or cause of action between such parties. 

(2) The doctrine is not concerned with the type of relief granted in the first 
suit or sought in the second suit. 

(3) The doctrine is not affected by the discovery of new facts which are 
pleaded in the second suit which were not pleaded in the first suit, whether sueh 
facts existed at the time of the first suit but were unknown to the Government. 
or Whether they developed subsequent to disposition of such suit. 

(4) The doctrine of res adjudicata is concerned with the nature of the cause 
of action, not with the various types and classes of facts (or evidence) which 
support such cause of action. 

(5) A cause of action does not consist of facts, but of the unlawful violation 
of a right which the facts show. 

(6) The number and variety of facts alleged do not establish more than «ue 
eause of action so long as the result of such facts, whether they be considered 
separately or in combination, is the violation of but one right by a single legal! 
wrong. : 

(7) The mere multiplication of grounds (i.e., types and classes of facts) cats- 
ing the same injury does not result in multiplying the causes of action, 

(8) The facts are merely the means, not the end. They do not constitute the 
cause of action. They show merely the existence of the cause of action by 
demonsttating what the wrong is. 

(9) Henee the thing which in contemplation of law as its cause bhecames 
a ground for action is not the group of facts, but the result of these facts 
in a legal wrong, the existence of which, if true, such facts conclusively prove. 


ym ae i 
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¢. Application of doctrine of res adjudicata to a second suit by the Govern- 

ment in which the violation is supported by the fact of leverage 
L The Original suit for divestiture.—(a) The cause of action in the former 
SUlt Was acquisition by General Motors of a financing affiliate which had the ef- 
fect either Of substantially lessening competition or of tending to create a 
coe in a line of commerce: namely, the time sales financing of General 

vets cars at both wholesale and retail. ; 

'b) This i rea eee Was supported by various types and classes of evi- 
ol (Or facts) showing dealer coercion. 

= The “ccond snit for divestiture—(a) The cause of action would necessa- 
Tily be the same as that in the first suit: namely, the acquisition by General 
Motors of a financing affiliate which had the effect either of substantially less- 
PINE Competition or of creating a monopoly in a tine of commerce, naniely, the 
UME Sates fiuancing of General Motors cars at both wholesale and retail. 

(h) The evidence supporting such a cause of action would be the fact of lever- 
ae and its effect upon competition, rather than dealer coercion, 
_ 3. The first suit would be res adjudicata of the second because the second suit 
INVOLVES the identical cause of action as the first suit; namely, factory affilia- 
ton With a finance company with its illegal effect upon competition. The cir- 
“UMstance that the second cause of action would be supported by the fact of 

“erage.” whereas the first cause of action was supported by various classes 
And types of dealer coercion, does not change the nature of the cause of action. 
And the doctrine of res adjudicata applies to causes of action—not to types of 
ideLoe or facts presented to prove the cause of action. 
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(The information referred to on p. 75 follows :) 


BUSINESS 





AUTOS 
The Arabian Bazcor 


The curly blond hair suggests Liberace. 
the gracefully gesturing hands Bishop 
Sheen. the aquiline nose, strong chin and 


steely blue eyes a Marshal Matt Dillon. © 


But it is the voice that seizes the listener 
—especially women. Out of the TV set 
it floats. low and pleasant. friendly and 
soothing. almost hypnotic. Behind it sits 
a sharply dressed. broad-shouldered six- 
footer. flashing smiles with neon-sign reg- 
ularity and radiating a homeyness rarely 
found in homes. When the flow of words 
is finally finished. he looks straight into 
the listener's eves and ends with a beni- 
son. “God bless you.” 


The man with the magic voice and 
manner is neither preacher. politician nor 
gunslinger—though he needs to be a good 
deal of each in his business. He is James 
Martin Moran. 42. the ebullient. aggres- 
sive and imaginative owner and presi- 
dent of Chicago's Courtesy Motor Sales 
Inc. To Chicagoans he is known simply 
as “Jim Moran, the Courtesy Man.” 
Through hard work. hard sell and his 
TV pitches on behalf of his autos. Jim 
Moran has built his firm into the nation's 
biggest auto dealer in business at the same 
stand and the world’s largest Ford dealer. 

He has also become something of a TV 
personality: on the air he has held his 
own with Bob Hope and Danny Thomas. 
and in one Chicago poll he outran Ed 
Sullivan and Steve Allen in popularity. 
Moran's biggest assets are an honest face 
and a folksy manner that send shivers 
up and down the stitching of many a wal- 
Jet and purse. He is so effective that 
rival car dealers are driven to fury 
when they discover that their own rela- 
tives—even their mothers—are singing 
the praises of “that honest Mr. Moran.” 

& Braggodocious. Though 
Moran's career as a dealer has not al- 
ways encouraged a mother’s unquestion- 
ing trust. his image as “that honest Mr. 
Moran" is so firmly entrenched that 
competitors accuse him of “brainwashing” 
the public. Half Irish and half Italian- 
German. Jim Moran has a sunny dispo- 
sition and a natural liking for people— 
and for their money. To his showrooms 
from near and far he lures his prospects 
by constantly repeating and rephrasing 
his main theme: “We can save you so 
much money at Courtesy Motors.” Never 
too insistent on correct English. be may 
add: ‘This may sound a litle bragga- 
docious, ladies and gentlemen’—and it 
usually is. He has even filmed his pitches 
from a hospital bed (where he informed 
his listeners that he was recovering from 
“an appectdomony”’). ending the show by 
blowing kisses to his wife and children 
at home. 

Moran has a well-honed staff of 94 
salesmen at his six-block complex on Chi- 
cago s West Side. but they are only shad- 
ows of the master. He personally sells 
more than 1 ooo cars a year. He has an 
amazing memory for names. can make 


total strangers feel that 
them for years. He touches 
chord with a heavy hand, 
women about their child 
about sports. He plays 
Nationalities. If the cust 
puts on a brogue. If the 
ish or Italian, Moran has a few 
to match, and he can put on a 
accent worthy of Erica von Strohem. 
He also knows how to talk i 

Last year Courtesy Motors. which sells 
regular Fords. the top-selling compact 
Falcon.* and Renaults, Peugeots and Tri- 
umphs. sold 21,000 cars. 9.000 of them 
new and 12.000 used. Moran seems to 
shine with so much sincerity and belief 
that his cars are best (“the most gorgeous 
car you have ever seen’) that almost 
every customer feels he is getting the 
same deal that Moran would give his own 
brother—even though competitors clam 
that it is often no better than car buyers 
can get elsewhere. Moran treats such 
claims with royal disdain. “The real crux 
of the matter,” he says modestly. “is that 
there have been dealers who wanted to 
get rid of Jim Moran because his person- 


ality is so unique." 

Shared Destiny. 
unique in many ways. he is nonetheless 
inseparable from the problems. hopes and 
destiny of the nation’s 32,000 new-car 
dealers (another 25,000 sell only used 
cars). They hold the key to how soon 
the U.S. economy will tum upward, for 
in the spring Ubey usually sell nearly 30% 
of their new cars. This week dealers 
greeted spring's arrival with a mixture of 
hope and apprehension. Inventories still 
hovered around 1,000,000 cars; some deal- 
ers still have 1960 models to sell. 

But new-car sales in the first ten days 
of March rose 12% above the same period 
in February. though still below March of 
last year. Ford dealers for the Grst time 


® Which last week placed fret ie the Mobilges 
Economy Run from Los Angries to Chicago. 
with an average of 32 68 miles 8 gallon Over 
winners in their classes Corvair Monza lec four 
and six-cylinder compects with avtomete trans. 
mission (3034 mpg). Buick Special foe eight. 
cylinder compacts (25 09), Plymooth Seavey fer 
standard-sized cars (2315). Ford Fatrlane ter 
low-priced V-8s (21.539. Chrysler Newport for 
medium-priced eights (199), and Cadillac fer 
high proced enghis (18 oy). 
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BUiCm SPECIAL Pontiac Temresi 


VALIANT 


Ramsien AMERICAN 


Sold with lowballs, highballs and the double dip. 
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i 196: sold more cars than in the same 
period a year ago, when much of the na- 
veo was hit by a severe blizzard. Ameri- 
aan Motors announced record high Ram- 
bler sabes for March's first ten days. For 
the frst time in six months, Chrysler in- 
creased production plans, intends to turn 
om 35% more cars in March “due to 
contmued improvement in retail deliver- 
wes and dealer orders.” Even the used- 
car market is improving. and prices rose 
‘or the fourth consecutive ten-day period. 
“Ht t stays up in March.” says Ford 
Dnision General Manager Lee Iacocca, 
“come late April I predict @ strong auto- 
motile market.” 

Economy at Any Cost. To spur the 
market, Detroit has some bright new of- 
fenngs. Ford announced another new com- 
pect model. the Falcon Futura, nearly 
wdentical outwardly with the Falcon ez- 
cet for large hubcaps and three chevrons 
on the rear fenders. but introducing an 
opulent interior. with bucket seats, deep- 
ple carpeting and all-viny! upholstery. 
Bucket seats seem to be the coming 
thmg: first used in compacts by the 
Corvair Monza, they will soon be added 
to Ford’s Comet, Chrysler's Lancer and 
the Buick Special. On April 1 Pontiac 
wil mtroduce a third model of its com- 
pact Tempest: it is a sporty two-door, 
Mi-pasenger coupé one-half inch lower 
than the other two Tempests. For 1962. 
Geseral Motors plans a whole rash of 
new compact convertibles. 

Detro:t has a mew phrase for the mood 
the U.S. car buyer is now in: the economy- 
urury market. This apparent contradic- 
bom m terms is the discovery of Detroit's 
market research, which on past occasions 
tas proved about as trustworthy as the 
aed car that has presumably been driven 
aly to and from church by an old lady. 
rast the market researchers told Detroit 
that the nation wanted big cars with tail 
ams and plenty of spaghetti: when that 
proved not to be the case, they told the 
ittomakers that the nation was sick of 
‘@ cars and wanted small, unadorned cars 
with built-in economy; now Detroit has 
éscovered that Americans want economy 
all right—but are willing to pay any price 
‘0 get it. Nearly 30% of the regular Fal- 
com's customers, for example. insist on a 
(oohp. engine instead of the standard 
} $0°% want white sidewalls, 68% 
the “trim kit"”—extra chrome on the 
pleated nylon on the inside, etc. 
extra. 
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a. . 
Arthur Siege! 


DEALER WURAN SELLING Cam TO KENNETH & LULA MAE Forts 
Helped by blarney, benisons and a ball of wax. 


Detroit would like to create yet another 
trend. This fall Ford will bring out two 
new cars as yet unnamed. temporarily 
called “the Canadian X” and “the Cana- 
dian Y."’ They will fall between the com- 
pacts and standard cars in size and price. 
combine the roominess and utility of the 
larger cars with a smaller, compact look. 
The Canadian X will have a 115}-in. 
wheelbase v. Falcon’s 1og}-in.. will be- 
come the low end of the standard Ford 
line. It will be aimed at a mass one-car 
family market, may eventually replace the 
standard Ford. The Canadian Y, with a 
1164-in. wheelbase, will probably become 
the smaller Mercury. With its eye on 
Ford, Chevrolet is also getting ready an 
in-between car to be called the Corsair 
with a wheelbase of 109-in., but added 
sheet metal that makes it look bigger. 

Traffic Jam. All these cars will descend 
on a market in which there is such a traf- 
fic jam of nameplates and models that 
many a customer is already confused 
enough. The customer now has 17 stand- 
ard-sized cars to pick from, most of them 
with such a welter of models, motors 


options and accessories that it is possible 
to buy a Chevrolet in more than 100,000 
different combinations. And compacts are 
available in 89 models produced under 


Lark 


OLDS MOBILE F-85 


eleven nameplates. Only the small foreign 
car has not been burgeoning: since the 
U.S. compacts were introduced. sales of 
foreign cars have taken a sharp drop. Says 
A. C. Robbins. a Beverly Hills Chrysler- 
Plymouth dealer: “The manufacturers are 
trying to make a car for every $2s5 of the 
market. 

Some dealers complain that this prolif- 
eration confuses not only the customer 
but the salesman, too. Often compacts 
with different names are remarkably simi- 
lar. General Motors’ Olds F-85 and Buick 
Special both have the same body shell 
and almost the same motor; Ford's Fa)- 
con and Comet have the same engine: the 
Chrysler Valiant and Lancer are look- 
alikes. Many dealers not only battle com- 
petitors but knock cars made by the same 
manufacturer. Dodge puts out a “confi- 
dential” booklet for Lancer salesmen 
pointing out the good features of the 
Lancer and the bad ones of the Valiant— 
though both are made by Chrysler. Sample 
comparison: “Lancer; new styling inside 
and out. Valiant; last year’s styling.” 

The Zestful Game. The wealth of car 


models—and the dearth of sales—-has 
put new zest into that great American 
game: the battle of wits between car 


seller and buyer. Once the « ustomer's main 


LANCER 


Bought with a larcenous heart and one foot in the door. 
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interest was in car quality and dealer 
reliability, and he bargained halfheartedly. 
Today's customer is sharper. shrewder. 
better informed. He knows that dealers 
are overstocked with cars and anxious to 
sell. Detroit has egged him on with the 
greal registration battle between Ford and 
Chevrolet. in the last few vears dealers 
have been forced to cut profits drastically 
just to move their cars. The first question 
a buver now asks when he walks into a 
showroom is: How much below list can 
1 get a for’ Result: haggling is in its 
hevday. Sighs E.C. McAllister. head of 
his own Mercury-Comet agency in Dallas: 
“Its like an Arabian bazaar.” 

The dealer. suspected for vears by buy- 
ers of having a little larceny in his heart. 


“Oo, AND GENTLEMEN 


walked into a Salt Lake City showroom 
on a Saturday afternoon, was greeted by 
two customers who said: “Are you a 
salesman?” When he said no. one cus- 
tomer sighed, ‘There doesn't seem to be 
one’'--and both walked out. After search- 
ing the place, the newcomer finally found 
a salesman in a back room—figuring out 
a deal for a customer on a pad of paper. 

“We shopped at six auto dealers.” 
adds Cleveland Bakery Foreman W. Kelso 
Smith. “They had our name and address. 
but not one followed up with a visit. 
You'd think that the way business is. 
the:'d be out fighting for it.” Dealers 
blame a decline in the quality of sales- 
men. One Miami salesman. asked by a 
customer what kind of torque converter 
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Brad Ande'san—Trve 


Trot RK NEW SMALL CAR PROVES SUCCESSFUL, THEN NEXT YEAR 


WE LL INCREASE THE HURSEPOWER. MAKE IT TWICE 4S BIG, AND DOUBLE THE PRICE!” 


now complains that it is the buyer who 
cannot: be trusted. Buyers shop around 
from dealer to dealer. using one man’s 
figures to whtpsaw another with. “They 
stand there with one foot in the door, ° 
saves one aggrieved dealer. “just waiting 
to rush to the next place.” What is worse, 
sav the dealers. buyers frequently quote 
hetitious offers to get a better deal. Some- 
times when trading ina car. they replace 
good tires with bad after the deal is set. 
or strip off seat covers and accessarices 
before turning the car in. Chordled one 
New York car buyer who had just got 
a good price on his trade-in. “The car 
has only one trouble. Every once in a 
While. tt just stops running.” 

What's Torque? But even in the ba- 
zaortke. hagehng auto market. verve and 
imagmation are all too rare. “The trouble 
with the auto business.” says Miami ex- 
Chevrolet Dealer Authony Abraham. who 
sold bis dealership this month, “is that 
tiabody really sells automobiles anv more. 
Thev sell the deal. Many salesmen sit 
behind a desk pushing a pencil on a pad 
when they mould be out pushing the 
qualities of the car. Recently a customer 


a new car had, could only stammer: “I 
don't know. [ve only been here a couple 
of months,” 

A Drink of Water. On the other hand. 
some aggressive salesmen use so many 
tricks and traps to sell the customer— 
ranging from legitimate gamesmanship to 
downright shabby conduct—that custom- 
trs enter a showroom on guard. Sample 
unscrupulous tactics. 

@ The highball: the salesman offers an 
unrealistically high price for the custum- 
ers trade-in, then jacks up the price of 
the new car foflen with accessories! to 
cover the too-high trade-in. or backs off 
altogether. 

Q The lowball the salesman quotes a 
rock-bottom price fur the new car to win 
the custumer, later hikes up the price. 
declaring that a mistake has been made 
or that the quoted price was for another 
model. 

G The double dip. two salesmen work on 
a customer, pretending to be in competi- 
tion with each other, When the first sales- 
man is turned down, another moves in 
with a better deal. Later, the two split 
the commission. 
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@ The bush> the salesman persuades the 
customer to sign a blank contract atter be 
has agreed to certain terms. then fills in 
figures different from those agreed on or 
adds additional costs for such nctitioas 
items as delivery charge. handling cunts 
and excise tax (which is already inclided 
in the price». The bush is illegal in sure 
states. 

A variation on the bush is to fill out 
the contract at the agreed-upon fgure- 
sending the customer away satisfied. Then 
the salesman calls later and informs the 
customer that a mistake has been made 
and that the car will cost more meoney— 
figuring that he will pay the difference 
rather than go through the whole hazgie 
again. Some salesmen try to close a deal 
by insisting. “I can only get it for you 
at this price today —though they wul be 
glad to quote the same price tomorron. 
Another salesman rushes off into the back 
room to check the new jow. lon price 
with his boss but often simply goes fer 
a drink of water. He comes back breath 
less. bearing the news that his boss has 
lost his mind and agreed. 

A good salesman scorns such tricks 
content lo play on customer psychokay 
Salesmen get practice. They do not lke 
to sell a man alone--they know cht 
they will only have to do the job al: 
over again when his wife comes in. It 
the wife comes in first. many salesmen 


_try to sell her on the cars color and up 


holstery. quoting her a price consideraidy 
above their rock-bottom offer. When the 
husband comes in later. they boost b- 
ego by letting him force the price dosa 
so he can show his mate that he as the 
sharp bargainer in the family. 

Salesmen must be wary of the busta. 
who knows nothing about mechanics the 
trick 1s to avoid making him look like a 
boob. To soften the customer who is u- 
decided between two makes. salesmen 
often slyly deride the competition wrth 
such remarks as “Did you ever notice 
its cheesy dashboard?” In the final. cru- 
cial moments of the haggle. they «i! 
frequently try to win the customer by 
offering to throw in a side-view murrot 
or whitewalls without charge. Salesmen 
find that men make most of the car- 
buying decisions. but let wives pick color 
and interior. A salesman knows that b¢ 
has a man trapped when a wife stand 
back. looks fondly at a car and gurgie 
“Isn't that cute” 

To get the customer into the sbowreem 
in the first place. dealers often use “bird 
dogs’ —barbers. service-station operstors 
or friends who for a fee tip them on ar 
hunters. Less rewarding are “cold spear. 
—telephone contacts taken from 3 Its! 
of state auto registrations or from tele- 
phone books. 

Red Jockets—or Else. Like every tu 
dealer, Chicago's Jim Moran knows that 
the best way to build up a sobd list of 
customers is to become a pillar of the 
community-—and a solid pillar he is. “I! 
a dealer isn't interested in his commun. 
ty.” says Moran, “then he's s poor buv- 
nessman. I think that any place I ao. | 
am an ambassador of Courtesy Motor 
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Morin belongs to many charitable. 
eve and religious groups is a prominent 
Roman Catholic lawman. He coaches a 
Lie Learue team that last season won 
adstnet championship has run several 
TV talkathans for chanty. If an orphan- 
wre fumed down chances are that it 
woud be Jim Moran the Courtesy Man 
eho woud start a drive to rebuild it— 
ave cho in conspicuously himselr. He is 
televed by the clergy for his contribu- 
‘aa- ond for giving them what is gen- 
eaily knuwn as the clergymans dis- 
‘unt oe. cars at cast. He sponsors an 
apeuat Luke Michigan endurance swim. 
spends $) s00 ooo a vear on adverti-ing. 

Once all this hoopla gets the customer 
m Muran nake- it hard for him to leave 
without a car. His salesmen are among 
the Test arwious aggressive and articue 
late x the Chicago area. They beein in 
loa kes but they breathe harder. talk 
faster and Sargain mure shrewdly as the 
Temewt oop truth aporeaches. Nat even 
aopeddler steps in their door without 
weg his name and address later get- 
"me 2 tenacious and thorough follow-up. 
Merin torces his salesmen to wear ma- 
root iicaets. and some have quit rather 
Thin de so tchuckles Moran. ‘Thev'd 
ove anvthing to get out of those red 
sakets) . He usually fires anv salesman 
who cannot consistently. make $:s0 a 
week in) commissions. hut just being 
stand Moran seems to endow most of 
ther sinh. profitable Couch of blarnev. 
A customer recentiv mentioned his wifes 
mame to a Moran salesman in the course 
oi jonking ata car. Helen’ cried the 
spemar rapturously. ° Thats the dearest 
rare ir all the v orld to me because that 
Maopens te be the name ot my wife.” 

“There's the Monster."’ Moran —whose 
ean sife as Arhine—lives in a sprawling, 
une-racm ranch house in Lincetnwood. a 
Chicago suburb. with Arline and the three 
ciidren tuo girls. a boy. He has three 





Dasxy THoswas & Moran 
Liserace and Bishop Sheen in one. 
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motorboats. a summer home in the coun- 
try and a winter home in Florida. and a 
30-ft. by 60-ft. swimming poo! that he 
shares with voungsters once a week. hiring 
a lifeguard to watch over them. He hkes 
to watch himself on one of his six TV <ets. 
greets his twice-weekly taped appearance 
with | There's the monster. | 

After a scant breakfast. Moran drives 
to his office in his four-door hardtop Ford 
Galamie. riftles through the mail on_ his 
r2-ft. desk then begins his daily tour of 
his auto empire. He pops into the new- 
car showroom. opening new-car doors to 
make sure the interior is clean checks to 
see how sales are going. In the service 
department. he leafs through service or- 
ders to see if there is any pattem of com- 
plaints that suggest a weakness in a new 
car. He even drops into the repair waiting 
room applying his sunny personality and 
speeding up someone who has an appoint- 
ment with the dentist. Saves Moran: 
“There's a million things that) nohody 
asks about but me.” Moran. whe neither 
smokes nor drinks, keeps in tap shine by 
leaving the office every dav at 2 p.m. for 
a half-hour 44-lap swim at the Illinois 
Athletic Club. 

He draws a $10 000 salary from Cour- 
tesv Motors. but that is not all he makes. 
“Tf youre in the automohile business to- 
day" he savs. “and veur only pront is 
in selling new cars vou arent gomg to 
make money. You have to be in insurance. 
financing the whole ball of wax.” He owns 
Grand [Insurance Corp. Grand Accept- 
ance Corp.. a finance company that will 
handle one-third of Courtesy’s financing 
by vears end. and Grand Finance Corp.. 
a small loan company. He also runs Cour- 
tesv) Lease-Save Plan Inc... which rents 
out about 1 200 cars and trucks took in 
$1 300.000 in 1960. From these corpora- 
tions Moran draws another $24 000 a vear. 

Life to 30 Days. Jim. Moran got into 
business when he was only eight. selling 
soda pop to Sunday baseball crowds near 
his home in Chicago's Rogers Park neigh- 
borhood. When his father died in the De- 
pression. the twelve-vear-old boy took a 
paper route and an after-school job in a 
service station to help his mother and 
sister pay the bills. He never got to college. 
Fascinated by cars he got a job in a 
service station soon after graduation from 
high school. Within a tew vears he had his 
own service station, beating customers 
to the pump with a big hello. Drafted in 
World War ff. he got out of the Armv 
with a medical discharge in toga fan 
arthritic condition) and. taking advantage 
of the car shortage. set up a used-car lot. 

He bought a Ford dealership in 1945 
from a dealer going out of business. but 
Ford gave the lucrative franchise to some- 
one else. Moran shopped around until he 
got Hudson to take him on as a dealer, 
shifted to a better location. and called 
his new firm Courtesy Motors, Moran 
went on TV with other Hudson dealers 
jointly sponsoring a wrestling match. He 
made such a hit that he took over the 
sponsorship and announced his own com- 
mercials. After that came a TV variety 
show of his own. a barn dance and late 
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movies. with Moran making his pitches at 
Intermissions. Betore long he was Hud- 


sons No. 1 U.S. dealer selling more than 
10° of the factory s production. 

Moran's cager-beaverness got him into 
trouble. When he begin offering a lite- 
time guarantee” against defective parts in 
his cars. customers complained that he 
met therr abiections by onsisting that 
parts were worn by age rather than de- 
fective. His salesmen were also accined 
of “bushing.” Complamts pled up in a 
thick file at the Chicage Better Business 
Bureau. In r9s4 Chicago's other Hudson 
dealers brought an antitrust suit aginst 
both Moran and Hudson. charging that 
Moran got his cars from the factory ata 
favored price. Moran dented the charees, 
hut the factory made a cash settlement 
out of court. 

When Moran saw that Hudson and its 
backward stviing were about to go under, 
he switched to Ford—which was now glad 
to welcome him. In his tirst month with 
Ford. he sold an astounding Sog new 
cars. His reputation also took a turn for 
the better. He revised his advertising. 
shrank his htetime guarantee to a more 
realistic 30 davs. Complaints to the Better 
Business Bureau have steadily dwindled, 
last year totaled only 25. 

Dog Drivers? Courtesy Motors’ sales 
have risen every vear since Moran went 
with Ford except recession 1rgs8. reached 
a new record of $3: million last: vear, 
But the company s net earnings were only 
a meek $tiz.000. down <s° —retlecting 
the narrow prefit margin a dealer has in 
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today's shopper's market. In 1960 the 
average dealer's pretax profit margin was 
only .5S—the second worst year of the 
last ten. Dealers averaged $22 profit on 
each new car sold. One result: dealer fail- 
ures are up 43%. Last week Denver's Bob 
Jones Skyland Ford Inc.. once one of the 
biggest U.S. Ford dealers, closed its doors. 
and Cicero, IHil.’s Sterling-Harris Ford 
Agency faced bankruptcy proceedings. 

Many dealers complain bitterly that 
Detroit has overproduced both in variety 
of models and cars, forced them to take 
more cars than they need so that the 
giants can outsell their competitors. Deal- 
ers point to their own slim earnings and 
to General Motors’ 8% net profit last 
year. ‘“‘When it became apparent we were 
in trouble,” complains Denver's Bob 
Jones, “I went to the Ford people and 
tried to pull this dealership down to 75 
units a month. But they said no, that I 
had to sell 160 new cars and qo trucks 
each month. They are going to have to 
teach cats and dogs to drive to ever sell 
the number of cars they want to produce 
and push out on dealers.” Nonetheless, 
counters Ford's Lee Iacocca, “the dealers 
are the first to acclaim you for coming 
out with new models.” 

Jim Moran says that he takes only as 
many cars as he wants, adds that dealers 
have to be firm with Detroit to keep from 
being overloaded. He also thinks many 
dealers too rigid on prices. ‘If they can't 
sell a car for a $300 or $400 profit.” he 
says, “they won't sell it. If we can only 
sell a car for $50 profit this month, we 
have to sell it for $50 profit. Maybe next 
month we'll have to take $40. Maybe the 
month after that it will be S100. We have 
to take what the market will bring.’ Mo- 
ran sniffs at dealers who want a factory- 
fixed fair-price arrangement: “A lot of 
dealers are sitting around waiting to be 
legislated into making a living.” 

Poor Service. Many dealers insist that 
customers make a mistake *by shopping 
around in search of a rock-bottom price; 
they say that if the customer does not 
buy from his local dealer. he cannot ex- 
pect to get good service from him later. 
But buyers answer that service is too often 
lip service, fancy slogans, a brusque shop 
steward and an_ indifferent mechanic. 
Many a big-city buyer has had such poor 
experiences with dealer service that he 
prefers to take his car to the corner service 
Station or even to drive to a small town, 
where the service is usually better. 

“Let's face it,” says Sales Manager Joe 
Bensley of Los Angeles’ Bruin Motor Co.. 
“service in most places is lousy.” Bensley 
—who is known for good service—and 
other dealers blame the factory. complain 
that Detroit inspects only one in ten cars, 
sends dealers cars that take two or three 
days to get into shape, gives them an in- 


sufficient allowance to do the job. “The 
dealer just can't do it in a volume busi- 
ness,” says Bensley. “He has to push out 
cars as fast as he can. The customer finds 
all kinds of things wrong with the car, 
and tries to get them fixed. The dealer 
either won't listen or wants to charge for 
things that should have been fixed right 
before the car was sold. The customer has 
been hooked once. but he'll never buy the 
same car again.” Other dealers blame their 
troubles on the difficulty of getting good 
mechanics (“Everyone wants his kid to 
go to college and not work in a garage”); 
still others complain that Detroit's war- 
ranty allowance on new cars is often not 
enough to cover the repairs that the cus- 
tomer expects. 

On the Carpet. Jim Moran believes 
that service is the dealer's own responsi- 
bility. “This is an area,” he says, ‘‘that 
many auto dealers have ignored for some 
time—and it is the only way you can get 
repeat business in this competitive mar- 
ket.” After each car is sold. Moran sends 
a form letter to the buver inviting him to 
report on his service. He assigns a service 
superintendent for each new car, calls 
him on the carpet—and sometimes fires 
him—if too many things go wrong. 

Moran believes that many dealers also 
neglect the potential of a used-car opera- 
tion; his brings him in §1.5° of his gross 
profits. ‘Any new-car dealer who isn't in 
the used-car business.” he says, “will not 
continue to be in operation. You cannot 
sell a new car unless you buy the old car. 
The key to the business is being able to 
sell the used car.” He reconditions used 
cars IN a 40,000-sq.-ft.. $500,000 plant 
that he grandly calls “the Courtesy Con- 
ditioning Assembly Line.” Profits are big- 
ger on the used cars; since each one is 
different, buyers cannot shop around and 
compare price. 

Merely o Fad? As Ford's biggest cus- 
tomer, Jim Moran takes a vital interest 
in the company's plans—but he is a man 
of independent mind. He thinks that the 
trend to luxury compacts. combined with 
a trend to greater power, may eventually 
cause the compact to grow right up again 
into a bigger. more comfortable car. He 
considers present compacts—including his 
hot-selling Falcon—transient fads that 
will probably win not much more than 
their present (30°) share of the market. 
Moran thinks dealers ought to be con- 
sulted when automakers are planning new 
models. “If I have $4,000,000 invested 
in my company,” he says. “then I should 
be invited to see what I'm going to 
have to seil.” 

For Detroit. the proliferation of new 
cars is a form of gambling. by which auto- 
makers hope to hit on a widely accepted 
“ideal” car that they can produce in huge 
quantities, enabling them to drop weaker 
lines. Weaker dealers. too, are on the way 
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out. Car dealers have decreased from 
47.000 in 1951 to the present 32.000— 
and even dealers themselves think there 
are still too many. They expect that there 
will be fewer dealers and more big “super- 
market” dealers. carrying the full range of 
cars for the manufacturer. Jn such a mar- 
ket there will be plenty of business and 
profit—for those who survive. 
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A ‘WHITE PAPER’ 
ON 
AUTOMOBILE FINANCING 


PREF ACE 


This presentation is called a "White Paper” in keeping with 
the traditional use of this term for a complete, documented 
report on a matter of public interest. 


A White Paper on Automobile Financing deals with the ques- 

tion of monopoly power in sales financing and auto manufactur- 
ing. It discusses differences between the positions of captive 
and independent finance companies, and the consequences for 

the auto industry and the public. 


Over the years considerable interest has bean evinced in this 
subject, and related subjects, by both public and private 
agencies. Inquiries on various phases have been made by the 
U.S. Senate, U.S. House of Representatives, Department of 
Justice, Federal Trade Commission, the Committee on Economic 
Development, and many others. 


To provide pertinent information for public and private in- 
Quiries, the American Finance Conference (national associa- 
tion of independent sales finance companies) has conducted 
an intensive research program since 1959. 


The AFC research effort has developed a great body of origi- 
Nal material about the industry. This has been developed by 
members of the AFC, the association's staff, and independent 
academic authorities. The study also has brought new perspec- 
tives to past research by other sources. 


This "White Paper" (which reflects much AFC research data in 
addition to that which is included), is presented with inten- 


tion of proving valuable to all who are concerned with the 
issues discussed herein. | 


Published by the American Finance Conference, Inc. 
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Outline and Summarys 
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History of the Financial Structure of Sales Finance Companies 


Sozromed funds are basic to successful finance company operation. 


Banus, though most were reluctant, were the first source of finance 
company borrowings. 


Dert-term debt (bank borrowings) predominated, equities were relatively 
big in pre-World War II period. 


Suboriinated debentures, introduced by a then small finance company in 
1936, were destined to make profound changes in structure of debt 
after World War II. 


Subordinated debentures solved the problem of absorbing the higher 
level of federal income tax, and at the same time maintaining low 
tates and normal profits. 


Rdordinated debentures offered these basic characteristics: 
1. Subordinated to senior borrowing, they qualify as capital and 
thus broacen the borrowing base, both for short-and long-term 
credit. 


2. Classified as debt, its cost is tax-deductible as interest, 
unlike the cost of dividends on equity capital. 


From i»48-56, the 5 largest sales finance companies nearly doubled 
the.r ratio of long-term debt, while lowering their net worth from 
1¢.3% to 9.6%, according to Chapman-Jones study. 


Wher the five laraest companies are regrouped to compare GMAC with the 
o*her four, it is disclosed that a greater difference separates the 
factory-owned company and the largest independents than divides the 
large, medium and small groups. 


semior seb* has had about the same protection before and after the war, 
bul subtrjinated debentures took the place of equity capital. 


caceti tive Impact 
ET =ElTI VE FatMPTION FROM FEDERAL INCOME TAX IS ACHIEVED 


for Compeny 3 (with GMAC'’s leverage advantage) in its competitive 
'POSition against a lerge independent company. 
+3 show the advantage of leverage (ratio of borrowed funds to equity), 
iliustrations are presented to show per-unit cost of funds of three 
Cumpanies distinguished only by differences in debt ratio. Each com- 
Dery wculd approximate typical GMAC conditions of profit (41.67% 
befcre tax). 


company 1 (No borrowed funds)s 41.60% per unit of funds 
company 2 ($9 debt to $1 equity)s 7.76% per unit of funds 
Company 3 ($19 debt to $1 equity): 5.88% per unit of funds 


<f furas borrowed, only those invested in risk assets, or earning assets, 
“atripute to the leverage advantage. Borrowings idled by compensating 
Balances and cash on hand adversely affect leverage. 
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How Pyramiding Affects Rates 


GMAC's typical leverage in ratio of risk assets to common equity gives 
it these advantages in capital costs passed on to the consumer, as 
compared to companies with 1/2 and 1/4 as much leverage, respectively: 

2.08% per annumg 6.24% per annua 


With the advent of the 52% federal income tax for corporations, leverage 
has become competitively decisive. 


External Influences Regulating and Affecting the Structure of Sales 
Finance Companies 


Independent sales finance companies could not have, if they wished, approxi- 
mated GMAC’s leverage. Life insurance companies and banks (key sources 
of funds) would not have permitted it. 


Key large-city banks, as first source of funds for sales finance companies, 
set up standards of sales finance company operation. 


Banks impose real limitations on independents. Comparisons of financial 
structure, however, show that GMAC has a unique special privilege. 


GMAC is different because of ownership by GM, with its matchless economic 
power as borrower, depositor and investor. 


Explanation of composite sales finance company ratios and standards: 


Compensating balance in bank accounts 


This balance is a part of the loan which the borrower cannot use, but on 
which he must pay interest. Typically, it can increase the real interest 
rate by 25-40% over stated interest. 

Absence of such requirement for long-term funds adds to their attractiveness. 

Open market borrowings, though not affected by compensating balance, are 


limited to percentage of short-term borrowings and must be covered by 
unused bank lines. 


Debt to working capital 


Automobile wholesale 


Liquidit 
(Period to liquidate senior debt) 


Limit on open market borrowing 
Difference between GMAC and independents. 





Life insurance companies and other institutions rely on banks, acting in 
their own interests, to police finance company operations and financial 
position. 


GMAC has been immune to restrictions (GM deposits likely have some influence) 


Safety Advantages in Excessive Pyramiding 


Pyramiding of debt makes lower rate possible; attracts “prime” contracts, 
leaving lesser quality, more-costly-to-service contracts for competitive 
finance companies. 
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In the non-GM market, GMAC*’s unique leverage has more impact on competitive 
aanufacturers than on independent finance companies, with effects on 
retail time sales, dealer control and inventory loading. 


Future Structure and Behavior of Independents and Captive Finance Companies 


the Manufacturer's Stake in Sales Financing Cost 
vo serve dealers of non-GM makes, independents are pressed to imitate 


the pyramiding of GMAC. 
These questions about pyramiding arise: 
« Is it dangerous to the national economy? 
- If not, should independents be permitted to pyramid similarly to GMAC? 


« Should factory ownership of finance companies be permitted? 


credit Factors of Excessive Pyramiding 


Banks are required to maintain 6-to-1 ratio of risk assets to common equity. 
Risk assets of banks are superior to those of finance companies. Therefore 
a 20-to-1 ratio by GMAC is open to question. 


If over-pyramided companies get into trouble, constriction of conservative 
companies also could follow. This could destroy the inventory prices 
of dealers and the equities of car owners, with ruinous economic results. 


Pyramiding of sales finance companies holds a greater threat of economic 
crisis than over-extension by consumers. 


Banks, life insurance companies and other creditors will limit the pyramiding 
trend among independents. Therefore, other manufacturers are all the more 
likely to organize finance companies to gain the GM benefit of leverage. 


These factors will shape the future of finance companies: 


1. Major breakthrough giving independents equal treatment in borrowing 
leverage. 


2. Willingness of independents to take greater risks. 


3. Ability and willingness of manufacturers to organize captive finance 
companies and pyramid debt to extreme. 


4. Legal prohibition against factory ownership of finance companies. 


wc can borrow more in subordinated debt because of GM ownership. This 
acvantage is multiplied by greater leverage in senior borrowings as well. 


“ME AUTOMOBILE SALES FINANCE DICHOTOMY AND THE AUTOMOBILE MANUFACTURING 
[POLY POWER 


The auto sales finance business, distinguished from the general sales finance 
business, is a distinct dichotomy. One side is GMAC, confining its services 
to Ga dealers; the other side is all other sales finance institutions, com- 
peting for the financing of other dealers. The distinct advantages of 
‘MA threaten the precarious dividing line between unfulfilled and fulfilled 
@enope ly power. 
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GMAC"s unique advantages, through abnormal pyramiding, make it impossible for 
3 manufacturer without a finance company to compete effectively with GM. 


Ford's statement to the U.S. District Court in 1946 discloses the prime use 


of GMAC: Maximizing factory sales and profits to the disadvantage of 
competitors. 


Ford statement shows the disadvantage as centering in two major areas: 1. 
"Sales appeal.” 2. "Serious handicap..in the market for new dealers.” 


Elaboration of the "Sales Appeal" advantages held by GM through GMAC. 
Elaboration of “Competition for Dealers” advantages held by GM. 


GM dealer receives five incomes controlled by GM and its subsidiaries, an 
exclusive GM privileges These are: 1. Markup on car. 2. Normal finance 


Page No. 
31 


33 


33-54 


reserve. 3. Overage or "pack" in finance charge. 4. Insurance commissions. 


5S. Insurance repairs and replacements. 


Besides being tied to a single source for all five sources of income, GM dealer 


is further controlled by factory by delayed nature of two of these incomes. 


Divorcement of GM and GMAC would leave factory in control of only one of the 
five dealer incomes, and put all manufacturers on equal footing. 


THE TRUTH ABOUT FINANCING RATES 


GM's and Ford's concern about low financing costs for consumers should be 
evaluated in the light of their actual practice. 


Dealer negotiates retail rate with consumer. In separate transaction, 
finance company buys retail contract from dealer at set discount rate. 


GMAC and Ford Motor Credit Co. finance plans both provide for variable re- 
tail rates -- not a uniformly low rate, nor lowest possible rate. 


GMAC Defines Finance Pack 


GMAC in 1938 defined finance “pack” as charge to consumer of a “greater 
time price differential than the GMAC discount cost the dealer.” 


Reported 50 cents per $100 differential between GMAC's and independents’ 
discount rates is small compared to maximum reserve of $2.65 per $100 
on new cars in GMAC rate chart. 


Factory Company Introduced Reserve 


GMAC introduced dealer participation in the finance charge, which has 


led to distortions of finance rates to make up to the dealer for part 
of the profit he should make on the sale of the car. 


A GMAC representative admitted to an NRA official in 1934 that the reserve 
(introduced by GMAC in 1925) came into the competitive picture before 
the bonus (which independents used as a counter-weapon). 


Alfred P. Sloan, Jr., as president of GM, candidly stated in 1933 that 


“any appreciable excess” over actual repossession losses was “unfair 
to other finance companies.” 


size of GMAC Reserve Payments 
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Page No. 
sWAC's oresident in 1956 told the Senate that GMAC paid dealers $5,90) in 
reserves for each new car actually repossessed in 1952. Amounts for other 
years, 1955-55 are listed. 39 


man's president said "the dealer's participation in the finance charge has 
ceen considerably more than sufficient to absorb losses taken on the resale 
cf new-car repossessions during the past six years.” 39 


such f.gures do not, however, represent an unfair net profit for the dealer, 
because dealers have had a struggle to net an over-all profit on operations. 39 


‘ 


Mac's reserve figures show that a substantial part of the true price of an 
at.m.cile is submerged in the finance charge -- because of practices 
irit.ated and perpetuated by the largest factory in particular. 39 


Factory Loading of Dealers 39 


AS auto manufacturers moved into period of expansion and over-production 
in jate 1920°s, they adopted a sales policy of loading dealers with 
heavy inventories. This led to excessive trade-in all allowances 
by cealers on used cars. To offset great losses, dealers increased 
finance charges to buyer to include larger participation for them- 
seives. 39 


Seapies collected by Federal Trade Commission showed that “packs allowed 
by factory-preferred companies took, on the whole, a larger fraction 
of total charges than did those allowed by other companies.” 39 


Factury-Picked “Stimulators” = 


To Nelp enforce their quota demands, major factories appoint key dealers 
in strategic locations to set the competitive pace for other dealers. 
Their name in the trades "Stimulators." 41 


Stlauviators, with seemingly generous deals, force the majority of other 
gearers to follow suit to varying degrees and to depend unduly on financing 
income, or suffer in sales results, and rating by the factory. 41 


Presioent of National Automobile Dealers Association tells case history of a 
stimulator. a 


wh. = nance Rates are Not Low For Its Kind of service 4) 
For the task it performs, GMAC is a relatively high-rate company. On its 
firancial pyramiding alone, GMAC should be able to offer a differential 
cf $1 per $100 over independents in dealer discount rate, whereas alleged 
differential is only 50 cents per $190. 41-42 


=ther exclusive GMAC benefits should make the difference even greater. 
Mang these advantages ares 1. Taking “cream" of GM dealer's contracts. 
<. Requiring sealer, under recourse arrangements, to assume responsibility 
for coliectability. GMAC official policies on these are cited. 42 


Faztly que to such policies, GMAC can operate with fewer offices than indepen- 


serts. In 1959-60, independents had ratio of 1 office to 8 dealers (non- 
Mt; BAC had ratio of 1 office to 53 GM dealers. 42 


asl Disccunt Rate Does Not Cover All Costs 43 
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GMAC discount rate does not cover the added costs shifted to GM dealers. Page No. 
To reduce or eliminate the added costs and shift them to an independent 
finance company, might well be worth the reported 50 cents per $100 


differential. 43 
Wholesale Rates 43 


Ford dealers using independent finance company wholesale financing were said 
to be at 4% disadvantage as against GMAC rates. Examination shows, how- 
ever, that of the 80 dealers surveyed, 74 were borrowing at or below the 
effective prime rate paid by prime businesses of the country. 43 


GM has stated that GMAC wholesale financing is profitable. This statement 
is challenged. The profit is to GM in competitive squeeze on other 
manufacturers. 43-44 


Subsidized rates by factory, besides making it easier to load dealer invento- 
ries, also provide exclusive advantage in sustaining a make and its dealers 
in slow-selling periods. Other dealers must generate sufficient retail 
business to enable independent finance companies to provide below-cost 
wholesale credit. Otherwise, they must get higher-priced credit, worsening 
their plight. Si 


Because independents serve a cross-section, including higher proportion of 
slow-moving cars, their cost factors are all different from GMAC'S. There- 
fore, their rates must show a difference. In a free market, without fac- 
tory subsidy, dealers of ail makes would have equal financing conditions. 44-45 


FACTORY-FINANCED COMPANIES ARE INCOMPATIBLE WITH TRULY COMPETITIVE AUTOMOBILE é 
INDUSTRY 


The potency of GM's finance company in holding a monopoly power over dealers 
and the industry is clearly visible im a summation which Ford presented to 
the U.S. Supreme Court in 1946. The passage of years has magnified the 
exclusive advantage. Ford's statements of 1946 quoted. 46 


Subordination of retail and wholesale practices to factory sales and profits 
is both expressed and implied in statements by Ford and GMAC. 46-47 


The only effective remedy for equalizing competition among auto manufacturers 
is contained in Ford's statement: Divorcement had to be imposed on all 
manufacturers to substantially the same extent and at nearly the same time. 
Otherwise public benefit would be nullified by public injury through 
disturbance of competitive conditions as between the manufacturers. 47 


Ford's subsequent entry into financing does not make competition less unequal 
for those manufacturers who cannot d 


O SO» And GM's and Ford's position 
stands as a barrier to any possible new manufacturers. 4 


George Romney of American Motors, a hardy competitor, has said new births 
are needed in the industry for adequate competition, or ultimate result 
"could be that but a single company would remain.” 47 


Factory-financing concentration threatens further administered price control 
in autos and financing, plus unsound financial pyramiding. 47 


On other hand, GMAC can operate as an independent, as it admits. This would 
add financial support to other manufacturers. All dealers could freely 
choose the financing service that best meets their needs. 47-48 
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I. MONOPOLY POWER IN SALES FINANCING AND AUTO MANUFACTURING 


HISTORY OF THE FINANCIAL STRUCTURE OF SALES FINANCE COMPANIES. 


It {s axiomatic that a sales finance company, to operate profitably or at all, must supp- 
jqpent its capital in substantial multiples with borrowed funds. 


In the early days, borrowed funds were most difficult and expensive to obtain. Banks were 
wary of this new "consumer credits" nearly all avoided any direct participation, and only 
the aost progressive offered lines of credit, in modest amounts, to this new type of fi- 
*atcial intermediary. In spite of their initial inhibitions, however, commercial banks 
aid develop into the principal supplier of the borrowed funds for sales finance companies. 


the establishment of many sales finance companies and their rapid growth after World War I 
ans the concurrent expansion of the motor vehicle industry could not have taken place as 
they did if sales finance companies had not qualified for sizable volume of bank loans. 


Tedle 12-13 sets out the structure of liabilities of selected sales finance companies co- 
wering the prewar period of 1924 to 1939, taken from the study of Wilbur C. Plummer and 
taiph A. Young, Sales Finance Companies and Their Credit Practices (National Bureau of Eco- 
Sopic Research, New York, 1940). 


Particular attention is directed to the conservative “leverage” on equity funds. (Levera- 
ye is the ratio of borrowings to capital funds -- a “yardstick” developed by the bank cre- 
ditors.) Equity funds during this period, except for isolated cases, consisted wholly of 
the capital stock and surplus of the companiess subordinated and junior subordinated deben- 
tures were not as yet elements of debt, nor of "capital funds.” 


The innovation of subordinated debenture bonds was successfully introduced in 1936 by a 
then relatively small company. "So far as can be determined, General Finance Corporation 
sow of Evanston, Ill.) was the first sales finance company to sell publicly a subordinated 
detenture by its offer in March, 1936, of $750,000 of 5 percent, ten-year debentures."1 

wh .le this occured in the prewar period, subordinated securities did not come into general 
vse OF acceptance until sometime after World War II, aglaost 15 years later. 


Secause of this pioneering by a then small company, the financial structure of finance com- 
panies underwent profound historical changes after the war, as against prewar. 


‘able Il-14 discloses the structure of liabilities of selected finance companies, covering 
the postwar period of 1946 to 1956, taken from the study of John M. Chapman and Frederick 
®. Jones, "Finance Companiess How and Where They Obtain Their Funds” (Graduate School of 
Business, Columbia University, New York, 1959). This table is constructed from information 





1 Journal of Finance, Vol. X, No. 1, March 1955. 
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contained in Tables 3 and 14* of the Chapman-Jones study, but with the items ratioed in the 
same fashion as in Table II-13 hereins that is, related to total liabilities (or total as- 
sets} instead of to total debt. This conversion provides an easier comparison of the two 
pericds. 


The successive postwar increases in rates of federal income tax created problems of very 
sericus iapact upon sales finance companiess How to absorb increased postwar costs, in- 
Cluding the tax, while (1) preserving the availability of the low prevailing rates of fi- 
nance charges to dealers and their customers; and (2) maintaining normal profits for the 
I:sk Capital they required. To meet these problems revolutionary innovations were intro- 
suced, both in operating techniques and in financial structure. 


The subordinated debenture proved to be one of the most important new tools for tackling 
the cost-rate-profit problems. It possessed two valuable characteristicss 


(1) Since it was subordinate to all other senior borrowings in order of liquidation prio- 
rity, it combined with the capital net worth of the company to broaden the “capital base,” 
cr "borrowing base,” upon which to construct senior debt. This broadened borrowing base 
soon became generally accepted by both senior long-term and short-term creditors as equal 
tc the former borrowing base of strictly orthodox liquid net worth, or equity funds. 


‘2) Since subordinated debt qualified as debt because of its definite maturities, the in- 
terest paid on subordinated debentures was an expense deductible for federal income tax 
purpeses--as dividends on capitel were not. 


@ 
in 948, the year before the first substantial use of subordinated debentures, total long- 
ters cebt of the five largest companies equalled 21.2% of total liabilities (Table 11-14). 
ay is tnis had doubled, to 42.2%. Short-term debt had decreased slightly (from 47.3% to 
4.7%) wnile net worth had decreased relatively more (from 16.3% to 9.6%). However, with 
subsrainated debt augmenting net worth, the capital base for borrowing stayed about the 
same--18.4% in both 1948 and 1956, the low being 17.4% in both 1952 and 1955. 


in the prewar period from 1924 to 1939 (Table II-13), the low capital base for the three 
lazgest companies was in 1937 when equity funds guaranteeing senior borrowing amounted to 
16.34. Postwar, the largest companies’ lowest capital base was about the same; but net 
wrth in 1937 was just about twice as high, relatively, as in 1995 (18.3% vs. 9.3%)#* The 
dig difference in net worth reflects the substitution of subordinated debentures for equi- 
ty capital in the borrowing base. 


This meant that the same volume of business could be done on relatively much less capital. 
iL also meant that if the same amount of net income could be realized, significantly more 
profits could be earned per dollar of common stock. An even more important possibility 

vas that if a larger volume of business could be attracted, the same profit on common equi- 
ty could be realized, even at substantially reduced rates of finance charges. 


It followed, then, that those companies that could pyramid the greatest extension of “debt 
structure’ could enjoy competitive advantages denied to those less fortunate. These latter 
“Usually smaller and less influential with sources of funds, though they were demonstrably 
i efficient and relatively as credit worthy--found themselves limited by creditors to more 
conservative standards and thereby were at a marked disadvantage both as to profits and 
rates, 


ftom the innovation introduced by one small company, changes of revolutionary proportions 
"ane disproportions--have occured in the liabilities structure of sales finance companies. 


In their study, Drs. Chapman and Jones comment on this phenomenons 


“Several basic changes have taken place in the financial structure of sales and con- 
—_— ees 
* The original tables appear at the end of this section. 
* 1937 and 1955 were peak auto sales years for their periods. 
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TABLE II - 14 
777T_AND NET WORTH OF S71 SCTED SALES FINANCE COMPANIES BY AMOUNT AND SIZE OF COMPA 
In Percent of Total Liabilities or of Total Assets 


FIVE LARGEST SALES FINANCE COMPANIES 


Pe 

Total Shorte Long-Term Debt. Net Worth and 

Linbilities Term Senior Subdordi- Ret Worth Subord. Debt 
yess & Millions) Dobt__ Debt. _ nated __ Equity Funds 
1S4$ 1,153 41.1 8.4 27 26.6 27.3 
Gh? 1.792 §2.3 8.5 2.4 18.1 20.5 
1e"8 2,380 47.3 19.1 2.1 16.3 18.4% 
1669 3,045 66.0 16.4 6.7 14.5 21.2 
1950 3.978 5.4 17.9 5.9 13.21 19.0 
4951 &,121 46.3 18.9 5.7 13.2 18.9 
1952 % 926 50.7 15.8 5.6 11.8 17.4 
1953 5,988 38.6 28.1 8.1 10.8 18.9 
1954 §,951 35.0 28.3 9.9 11.2 21.1 
1955 8, 46h 40.0 30.1 8.1 9.3 17.4 
1956 8,903 34.7 33.4 8.8 9.6 18.8 

FIVE MEDIUM-SIZE SALES FINANCE COMPANIES 
e Percent. of Total 

Total Shorte Long-Term Cebdt Net Worth snd 

Liabilities Term Senior Subordie Net Worth Subdord. Dedt 
1$44 55 §1.1 0. 13.3 26.6 39.9 
1687 &2 59.2 227 12.2 18.6 7.8 
19423 120 58.1 1.9 9.4 14.8 24.2 
1929 127 53.4 4.9 8.3 16.1 26.4 
1$56 161 52.8 8.2 8.2 14.7 22.9 
1951 177 54.9 9.0 7.8 11.9 19.7 
1952 210 53.6 6.6 9.0 15.1 26.1 
1953 236 §2.1 10.6 9.3 14.9 24.2 
1554 253 50.2 11.7 9.4 16.5 25.9 
1955 375 50.8 12.1 11.6 13.2 24.8 
1956 396 4h 0 18.2 12.9 14.8 27.7 

TWENTY SMALLER SALES FINANCE COMPANIES 
Percent, of Total pera 

Total Shorte Long-Term Debt Net Worth and 

Liabilities Tern Senior Subordi- Net Worth Subord. Dedt 
Year (§ Millions) Debt Debdt pated _ 
1646 53 52.7 1.3 2.5 32.2 y.7 
1947 85 59.3 4.7 2.2 23.2 25.4 
1948 116 59.6 0. 7.6 19.9 27.5 
1949 139 59.7 6 7.6 19.2 26.8 
1950 182 61.0 1.9 6.3 17.5 23.8 
1951 202 61.5 1.8 6.4 17.9 24.3 
1952 231 60.0 2.9 7.2 17.8 25.0 
1953 257 60.1 3.5 8.5 7.0 25.5 
1954 256 59.4 4.8 8.2 18.6 26.8 
1955 341 60.4 4.7 9.3 16.1 25.% 
1956 390 §5.1 9.4 9.7 16.0 25.7 


Source: John H. Chapman and Frederick W. Jones, Finance Companies Hey _and Where That 
Ootain Their Funds (Graduate School of Business, Columbia University, New York, 1959), pp.%0,8. 


Note: For easier comparison with data in Table IT -13, net worth is related herein te 


total lisbilities, using data from the original source, which related net worth to total 
dedt. 
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sumer finance companies in the relationship of net worth to borrowed funds. Despite 
the fact that the amount of net worth has increased substantially in the aggregate, 
it has declined drastically in comparison with the amount of borrowed funds since the 
close of World War II]. Net worth of the five largest sales finance companies expres- 
sed as a percent of total funds* declined from 34.6 percent in 1946 to 11.1 percent 
in 1956. The general trend for the smaller finance companies (both sales and consu- 
mer) was similar to that of the largest companies but the decline was less marked. 
Despite the tendency to fluctuate slightly in some cases, the relative decline in net 
worth was gradual and continuous for the most part. 


"The declining trend in net worth relative to total borrowing of ‘total funds*® has 
been due to a number of factors. In some cases, especially for the smaller companies, 
the element of control was involved. A sale of common stock publicly might mean a 
loss of control by the existing management. Debt was regarded as preferable under 
such circumstances. Secondly, interest on borrowed funds could be regarded as an ope- 
tating expense and deducted in computing income taxes whereas dividends could not be 
so considered. In the third place, it has been less expensive generally to borrow 
funds than issue and sell stock in the market. 


"The largest sales finance companies increased their debt relative to net worth much 
more than did the smaller and medium sales finance companies." 


It is significant that Drs. Chapman and Jones in their presentation pointed out the impor- 
tant difference between the net-worth-to-debt ratios that distinguished larger companies 
from smaller ones. Such pyramiding gives the larger companies marked competitive advanta- 
ges. 


However, like so many other comparisons in studies of the sales finance business, the two 
studies that provide the basis for Tables II-13 and II-14 herein have the weakness of ob- 
scuring the most striking comparison because they combine the large companies in one clas- 
sification. When the one dissimilar company** -- with its unique size and characteristics 
-- is isolated, it is seen as decidedly unlike other large companies in net worth to debt. 
Furthermore, it is seen that there is a greater difference between the factory-owned com- 
pany and the large independents than between large, medium and small independents. A se- 
paration which shows the contrast between the captive and the largest independents in the 
postwar years is provided in Tables II-15 and II-16 herein. For comparison with medium 
and small companies, see Table II-14. 


Thus a most important change in the financial structure of sales finance companies has 
taken place since the wars namely, the percentage of net worth to total liabilities -- and 
one company has changed far more than the industry. The increased pyramiding on net worth 
was made possible by the simple substitution of subordinated debenture bonds for an equal 
amount of equity capital. 


The titive ct 


While the degree of postwar pyramiding (or leverage) has had no influence whatsoever on the 
Operating costs of a matured finance company, its impact in the realization of profits, 
abridgement of the competitive effect of income tax, and at the same time the lowering of 
the finance charge is revolutionary magic. 


The effect of debt leverage on items of cost can be simply illustrated. In the following 
illustrations, a profit objective of 20% return, after federal income tax, on common equity 


SU 
* "Total funds® referred to here are total formal debt plus net worth instead of total 
liabilities and net worth as used in Tables II-13 and II-14 herein. 


** General Motors Acceptance Corporetion. 
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TARLE TY ~ 1§ 
DERT AND NET WORTH, CATTIVE COYPANY (GMAC) AND FOUP TARGET INLEFENDCNTS, 1942-1958 


Amounts, ami Percentages of Total Liabilities 





__Captive Sales Finance Company Four Largest Independent ‘ales Finance Comrenies _ 





Patio of 
& Inier. Tos. 
Total Net Worth- = Total Net Worth. Net Worth Petg. 
Liabilities Net Worth t of Total Liabilities Net Worth &oof Totel To Cartive Co.'s 
Year (9 Milijons) (§ Millions) Liabilities (¢ Millions) (¢ Millions) Lisbilities Net worth Pote, 
1948 614 92 15. 1,900 303 16. 1.07 
1949 =: 1,115 98 8.8 2,250 355 15.9 1.42 
1950 = 1,598 139 8.8 2,556 a 15.4 1.75 
1951 1,492 130 8.7 2,821 b2b 15. 1.72 
1952. 1,802 141 7.8 3,368 bug 13.4 1.72 
1953. 2.568 154 6. 3,689 ug2 13.3 2.22 
1956 2,651 166 6.3 3.295 502 15.2 2.61 
1955 3,800 231 6.1 & 682 555 11.8 1.93 
1956 = 44,033 249 6.2 b 823 603 12.5 2.07 
195? 4,397 273 6.2 5.286 656 12.4 2.00 
1958 =3, 881 295 7.6 4,754 712 15. 1.97 
Source: GMAC reports; John R. Chapman and Frederick W. Jones, Finance Comenies: Fow and 


a 
Funds (Graduate School of 3usiness, Columbia University, iiew York, 1959), 
pp. 40,84, 


Note: For consistency with other tables in this discussion, net worth is related herein to 
total liabilities, using date from Chapman and Jones, who related net worth to total debt. 


TABLE IT - 16 


SUBORDINATED DEBENTUPES, CAPTIVE COMPANY (GMAC) AND POUP LARGEST INDEPENDFRTS, 19468-1958 
Amounts, and Percentages of Total Liabilities 
Captive Sales F o Four Largest Independent Sales Finance Companies. 
Net Worth Plus Net Worth Plus 
Subordinated Subors inated 
Debentures Debentures 
Subordinated Debenture (Cariteal Base)—- Subordinated Dehenture (Capital Sese)— 
anount of Total of % of Total Amount = of Total of & of Total 

Year (£ Millions) Liabilities Net Worth Liabilities ($ Millions) Liadilities Net Korth Listilities 

1948 None 0.0 0.0 15.0 51.4 2.7 17.0 18.7 

1949 75 6.7 76.5 15.5 _ 132.5 5.8 7.3 21.7 

1950 100 6.3 71.9 1§.1 137.5 5.4 wd 20.8 

1951 100 4.7 76.9 15.4 139 &.9 32.8 19.9 

1952 100 5.46 70.9 13.4 177.8 5.3 40.0 19.7 

1953 245 9.5 159.1 15.5 Pw 6.5 48.& 19.A 

1954 275 10.8 1465.7 * 16.7 295 9.0 63.8 23.2 

1955 350 9.2 151.5 15.3 475.8 7.0 $9.7 12.8 

1956. 375 9.3 150.4 15.5 436.5 9.0 72.48 o1.5 

1957 375 8.5 137.4 14.7 481.8 Qa. 23.4 71.5 

1958 379.7 9.8 128.7 17.4 BP?VLA 10.0 oo, § 24.0 


*Hieh for period, 
Source: GMAC reports; John H. Chapman and Frederick W. Jones, Finance Comintern: how ant where They 
Qutain Their Survis (Greduate School of Fusiness, Columbia University, New York, 1959), ip. 4O 8%, 
Note: For consistency with other tables in this discussion, fisures are related herein to total 
liabilities, using data from Chapmen ami Jones, who reloted them to total debht. 
i) 
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for average outstanding receivables is assumed, and interest cost of 4% is assumed.* 
\Gperating costs, because leverage does not affect them, are omitted from consideration to 
sieolify the illustrations.) 


In the first illustration, a company operating without any debt would have the following 
Cost-of-funds charges to pass on to its customers (plus operating costs): 


Illustration 1] -- No Debt 
Interest on debt None 
Profit, after tax, on total common equity 20.00% 
Income tax at 52% (52/48 of 2C%) 21.67% 
Per-unit cost of funds per annum 41.67% 


Assume now the introduction of debt of 9 times common equity, or a leverage of 9 to ls 


Illustration 2 -- $9 Debt to $1 Capital 


Interest on 9 units of debt at 4% (9x4%) 36.00% 
Profit, after tax, on total common equity 20.00% 
Income tax on profit 21.67% 
Total cost of funds for 10 units (9 to 1) 77.67% 
Per-unit cost of funds (77.67% « 10 7.76% 


®.th a debt of 19 times common equity, or a 19 to 1 leverage, this picture emerges: 


Illustration 3 -- $[9 Debt to $1 Capital 


Interest on 19 units of debt at 4% (19 x 4%) 76.00% 
Profit, after tax, on total common equity 20.0°.% 
Income tax on profit 21.67% 
Total cost of funds for 20 units (19 to 1) 117.67% 
Per-unit cost of funds (117.67% ¢ 20 5.88% 


“hus, In Illustration 1, with no debt, the per-unit cost of funds to be paid by the custo- 
@er is 41.67%. In Illustration 2, with a 9 to 1] debt ratio, the per-unit cost of funds to 
te paid by the customer is reduced to 7.76%. And in Illustration 3, with a 19 to 1 debt 
ratio, the per-unit cost of funds to be paid by the customer is reduced to 5.88%. 


12.8 clearly demonstrated that borrowing alone--with all other variables excluded--brings 
@B4r1ed advantage in reducing cost of funds including income tax, quite apart from any 
a.fferences in interest rates and without any impairment of profit. 


A.though it has not been commonly used, the risk asset ratio of the finance company is 
probably @ more important ratio than its borrowing ratio, for it more adequately reflects 
‘he total competitive impact of the "mix" of total funds used. Of the funds borrowed, on- 
sy that part invested in risk assets, which earn, contributes to the advantage of leverage 
28 Common equity. Borrowed funds idled by required compensating balances depress the ef- 
fective leverage. In the above illustrations, borrowing ratios must be enough higher than 
“bose therein expressed to provide for working and compensating balances and other miscel- 
a 

* General Motors Acceptance Corporation's average return for 1954-59 was 20.4% on com- 
mn net worth, after tax--which corresponds to Genera] Motors “target” profit of 20%, but 
‘t Saree’ Higher than other finance companies’ return. Interest costs of GMAC for 1957 
were 5.35%; these (rounded) are used here, since GWAC is strictly a sales finance company. 
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laneous items in order to produce the proportionate ratios of earning-assets to common 
equity. However, the borrowing ratio was used in the illustrations because it is the seth- 
od conventional to the industry. 


The risk asset ratio method more nearly reflects the increased costs of money due to cos- 
pensating balance requirements, the benefits resulting from the absence of compensating ba- 
lance requirements on long-term senior money, and other influences of financial managenert. 
These differences in cash balance requirements can be seen by examination of Table II-1l7. 


This table sets out the risk asset (or earning asset) ratio to common equity and the per- 
centages of risk assets, cash and other assets to total assets for the classified companies. 


How Pyramiding Affects Rates 


Whether comparative ratios are expressed in terms of risk assets or in liabilities, they 
reflect an increasing competitive advantage in the range of rates that can be offered as 
the pyramid grows higher. 


The competitive advantage of pyramiding appears more clearly by elaboration of the 19 to 
l and 9 to 1 examples previously cited and the addition of a 4 to 1 ratio, to represent 
small companies. The 19 to 1 ratio is double (plus one) the 9 to 1, and the latter in 
turn holds a comparable advantage over the 4 to 1. The following shows how this advantage 
makes a difference in spreading the cost of profit and income tax in the rate charged. 


4 to 1 Ratio 


Profits 20.00% - 5 units of funds 4.00% per unit of funds 
laxs 21.67% - 5 units of funds 4.33% per unit of funds 


Per-unit profit-and-tax charge that 
must be added to interest and 


operating costs 
8.33% per annum 


9 to 1 Ratio 


Profits 20.00% - 10 units of funds 2.00% per unit of funds 
Taxs 21.67% - 10 units of funds 2.16% per unit of funds 


Per-unit profit-and-tax charge that 
must be added to interest and oper- 
ating costs 


4.16% per annum 


19 to 1 Ratio 


Profits 20.00% - 20 units of funds 1.00% per unit of funds 
Taxs 21.67% - 20 units of finds 1.08% per unit of funds 


Per-unit profit-and-tax charge that 
must be added to interest and oper- 
ating costs 


2.08% per annum 
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Favorable per annum differential over 9 to 1 companys 2.08% 
Favorable per annum differential over 4 to 1 companys 6.25% 


Thus it can be noted that leverage gives the 19 to 1 company a cost advantage over the 9 to 
l company about equal to the latter company’s tax cost -- producing a competitive position 
for the 19 to 1 company equivalent to income tax exemption, and a far greater differential 
over the 4 to 1 company. 


Leverage has always been an important tool of financial management, but since World War II 
a*d the imposition of the 52% income tax rate, it has become competitively decisive in the 
time sales financing business. It may be stated unequivocally that primary credit institu- 
tions, such as commercial banks and life insurance companies, to the extent that they waive 
or siminish for a special type of finance company the standards applied to all other such 
companies, can and do change the flow of funds and of business--not only among finance coa- 
panies, but between auto manufacturers who own captive companies and those who do not. 


While size has considerable influence on pyramiding, factory ewnership in this field has 
hed the more potent incluence. And the proportions of the singular pyramiding of the cap- 
tive company are such that a serious question arises as to whether other auto manufactu- 
rers can survive without either imitating the example or finding some other means to remo- 
ve the intolerable disadvantage. 


AS one alternative, the manufacturer aight press independent finance companies to imitate 
the pyramiding. However, it is improbable that banks and insurance companies would permit 
independents to build a comparable pyramid. Moreover, it would be of dubious economic and 
credit soundness, even if permitted. 


The extreme pyramiding attained by the captive automobile finance company has been possible 
oly because of its apparent immunity from the conventional standards regulating all other 
finance companies with regard tos 


1) relationship of subordinated debt to net worth, and 
2) relationship of senior borrowing to capital base. 


Tt can be said, without qualification, that independent sales finance companies could not 
have approached, if they had so wished, the risk asset ratios realized by GMAC since 1952. 
The leading life insurance companies, who policed subordinated debenture bond ratios, and 
the key banks, who policed senior borrowings, would not have permitted this. 


EXTERNAL INFLUENCES REGULATING AND AFFECTING 
THE STRUCTURE OF SALES FINANCE COMPANIES 


It is a classical principle that financial institutions be regulated through some coherent 
system andodying safety, liquidity and economic stability, including controls over a sudden 
increase or decrease in the quantity or quality of credit. Commercial banks for example, 
ate requiated by government agencies which apply well-defined ratios as to reserves, capi- 
tal funds, risk assets, rediscount privileges, and other factors. While these may vary 
between classes of banks, depending on the “reserve city” versus “country” bank status, 

the edministration of the regulations and ratios are uniform, without discrimination as to 
size or ownership status. 


Seles finance companies also are subject to regulation by external agencies--principally 
finencial institutions that are sources of their borrowed funds. Before World War II, as 
orevicusly stated, commercial banks were almost the sole source of borrowed funds. It was 
to be anticipated that these banks would set up the standards within which sales finance 
Ctaapenies were to borrow and to operate. The early ratios and regulations were developed 
by a very few key banks in the larger reserve cities. Other banks, including banks of 
substantial size and even banks located in reserve cities, followed the leadership of those 
Sey banks that had trained their officers to develop tested standards by which to measure 
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the operations and the financial conditions of sales finance companies for bank credit pur- 
poses. The standards which key banks set for sales finance companies are a base for stan- 
gares set by other sources of funds also. 


Barws iapose real limitations on independent sales finance companies. Comparisons of fi- 
nancial structure, however, show that any limitations on GMAC are so different that they 
eciat unmistakably to a unique special privilege--self-assumed, or granted, or partly both. 


Comparative sizes cannot explain the difference. It is a difference not in degree, but in 
and. The distinction lies in the fact that no independent finance company has behind it 
the eight of GMAC’s parent--the world’s largest industrial corporation, with its matchless 
economic power as borrower, depositor and investor. Only a Ford-owned finance company 
twuld begin to rival such power. 


No framework exists for key banks to act in concert to resist the pressures and inducements 
to give General Motors’ finance company special treatment. And an individual bank that 
tried to impose regular rules on GMAC would, it can be presumed, forfeit GM and GMAC busi- 
ness to less Inhibited competitors. 


"het Bankers reaard GM and GMAC as a single customer is borne out in General Motors’ own 
statement in 1959 to the Senate, in which GM stated that “lines of credit extended by all 
national banks and certain state banks are made available to the corporation (GM) and its 
subsidiaries as a group." 2 


The nature and extent of bank regulation is best illustrated by Tables II-18, which sets 
out the pre-World War II and postwar composite ratios of sales finance companies. These 
Tatios are published by the First National Bank of Chicago, generally conceded to be the 
first sizable bank to grant substantial lines of credit to sales finance companies. 


A booklet published by the First National Bank of Chicago for the benefit and guidance of 
other banks commenting on the composite ratios introduce the subjects 


*For a number of years The First National Bank of Chicago has maintained statistics and 
compiled ratios obtained from the audit reports and supplemental information furnished in 
qwestionnaires by many of its installment sales finance company accounts. From the ratios 
of the individual companies we have prepared a composite analysis which shows the trend of 
the industry as we see it. The figures are those of the national companies, the so-called 
Tegicnal companies and certain of the independents, and since these companies enjoy a ma- 
jor portion of the total volume of the sales finance companies we believe the composite 
ratics reflect the industry as a whole. We hope the information contained in the booklet 
ill be interesting and beneficial, not alone for the purpose of judging your finance com- 
pany credits but also in connection with your own consumer credit operations.” 3 


The composite ratios are compiled by averaging the individual ratios of the companies in- 
civced. This method gives equal weight to all companies, regardless of widely varying size 
ana acceptance in the money aarket--as against the method of combining the dollar totals of 
al} companies. The resultant composite ratios take on the characteristics most common to 
the greatest number included in the group. As is indicated by the nature of this statisti- 
sal stusy, the finance companies included are primarily automobile sales finance companies, 
oll cf wnich are independents except one captive company. Therefore, the ratios of neces- 
sity describe the independents and tend to obscure the characteristics of the captive com- 
ratiye 


The euthor of this booklet in the introductory section discusses the more important ratioss 
Ce 

2 Auto Financing Legislation, Wearings before the Subcommittee on Antitrust and Monopoly 
of <ne Committee on the Judiciary, U.S. Senate, 86th Cong., Ist sess. (Government Printing 
Cffice, Washington, D.C., 1959), p.456. 


J Elmer E. Schaus, Ratios of the Installment Sales Finance and Small Loan Companies 
‘First National Bank of Chicago, 1955). 


1d 


256 AUTO FINANCING LEGISLATION 


“In our ratio analysis we place greater emphasis upon the liquidity of ea finance coa- 
pany than upon the debt ratio. We, of course, consider the debt ratio of the company, 
but we feel that liquidity reflecting the quality of the assets of the company, should 
be a relatively more important factor in appraising finance company credit than the 
inflexible ‘debt to net worth’ or working capital formulae, which systems assume that 
all receivables have the same degree of liquidity." 


+ # 


"A comparison of the more pertinent ratios of December 31, 1954, with those of Deca- 
ber 31, 194l--the prewar peak in outstandings--shows that finance companies have, sin- 
ce the close of World War II, followed quite closely the pattern of their 1941 opera- 
tions. At December 31, 1941, the ratio of debt to working capital stood et 2.96 to l 
and although this ratio has increased in postwar years, the increase is not out of 
line, as indicated by the December 31, 1954, ratio of 3.34 to 1. Despite a steady 
increase in outstandings this ratio has remained almost constant since the war's end, 
the low point of 3.34 to 1 being recorded at December 31, 1954, and the high at the 
close of 1952. The number of months® collections required to pay debt, net of cash 
and wholesale paper, increased from 6.92 months in December 31, 1941, to 9.18 months 
at the end of 1954, but here again the increase is not excessive. Prior to the war, 
banks accepted as standard either a 3 to 1 debt ratio or a six months’ liquidity, de- 
pending upon which theory was more acceptable to the particuler bank. In view of the 
demonstrated flexibility by the finance companies in the control of their purchases, 
banks generally now feel secure in their commitments to companies showing a nine 
months* liquidity, which would be the equivalent of approximately a 4 to 1 debt posi- 
tion based on the terms granted the consumer in 1941. The two ratios previously re- 
ferred to show that on the average the companies maintained a position within the 
present accepted standard.” 


The following excerpts from the section formally discussing the ratios of sales finance 
companies cover what seem to be especially pertinent comments. 


"Ratio (1) 


“adequate eash balances must be maintained by finance companies not alone for current 
operating purposes, but also for the maintenance of compensating balances fully coa- 
mensurate with the lines of credit granted by banks. For many yeers, banks required 
the finance companies to maintain average balances equal to 20% of the line granted 
when all or a portion of the line was in use in 10% when the line was not in use. In 
recent years this requirement has been modified in most quarters to a constant aver- 
age balance of 15% of the line granted." 


Compensating balance requirements increase the stated, or nominal, interest rate to an ef- 
fective rate from 25% to 40% greater, depending on the amount of compensating balance, the 
extent of use of the line, and the length of time the company is out of debt to the bank. 
This requirement has had a great effect upon the structures of finance companies; and as 
compensating balance restrictions are eased, there is a lower percent of cash and a higher 
percent of earning assets to total assets, as shown in Table II-17. The compensating ba- 
lance requirement has also influenced management in its choice of types of available funds. 


Long-term funds available from life insurance companies, other institutions, and the public, 
do not require compensating balances. This factor has encouraged the incressed use of long- 
term senior money by those companies to whom it is evailable on attractive terms. 


Similar considerations apply to the long-term subordinated funds, even though subordinate 
funds are somewhat higher in cost than are senior borrowings. 


Likewise, open market borrowings do not require compensating balances end have the additio- 
nal advantage of offering a more attractive interest rate than bank borrowings. However, 
credit restrictions imposed on the use of open market borrowings limit the amount that can 
be introduced into the “mix" to a small fraction of the whole and negate the compensating 
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cd 


balance advantage. Additionally, most companies must keep unused lines of credit in an a- 
mount equal to or in excess of the open market borrowings. This latter requirement, in ef- 
fect, adds the cost of compensating balances to the open market interest rate for those com- 
penies that must conform to this requirement and, of course, decreases the earning asset 
ratios. (The credit requirements on open market borrowings are set out heresfter in com- 
aents on Ratios 19 and 20.) The booklet has this comment on Ratio 2, debt to working ca- 
pitals 


"Ratio (2) 


"For many years the ratio of debt to working capital was the generally accepted ratio 
used in determining debt position, although it has the obvious fault of showing no 
discrimination as to the liquid character of the assets. It is, nevertheless, valu- 
able in determining the over-all debt position. In the period of our analysis ended 
December 31, 1954, the composite debt ratios of a group of automobile finance compa- 
nies handling the major portion of the national volume ranged from 1.50 to 1 on De- 
cember 31, 1938, to 3.81 to 1 at the clcse of 1952. In calculating the ratio, in- 
Clude in debt all current liabilities and all long-term debt which is not specifi- 
cally subordinated to current notes payable. In computing working capital, include 
in current assets all currently available cash, all notes of customers taken in the 
regular course of business, repossessions, current accounts receivable, and cash 
value of life insurance (exclude all capital advances), deducting from the total 
thereof the reserves for bad debts, deferred income and any other reserves applicable 
to current assets. Some finance companies operate manufacturing, insurance or other 
subsidiaries which should not be consolidated with the parent company in developing 
this ratio, but should be treated as investments.” 


"(2a) As @ supplementary ratio, eliminate from total unsubordinated debt the long- 
term portion thereof and relate this amount to working capital.” 


Coments by the quoted author on Ratios 3,4,5 are brief. These ratios have little, if any, 
influence on the general structure of sales finance companies, except as to choice of re- 
ceivabless 


",.-Total receivables include only these receivables that are taken in the reguler 
course of business. Credit experience on new car paper has been rather consistently 
better than on used car papor--hence, we are interested in determining the percentage 
in each category and in watching the trend of outstanding." 


The next three ratios are covered in the booklet as follows: 


"Ratios (6), (7) and (8) 


"Finance companies make wholesale advances to dealers as a means of obtaining the re- 
tail paper generated by them. Inasmuch as the income derived from wholesale paper 
does not generally cover the cost of rendering this service, particularly at the low 
rates now prevalent, a well-managed finance company endeavors to keep wholesale ad- 
vances at as low a level as is consistent with obtaining the desired amount of retail 
paper. In calculating this percentage for an automobile finance company, use only 
wholesale automobile outstandings in comparing with totel receivables. Wholesale used 
car outstandings have in past years offered some problems in times of economic stress 
when the value of cars pledged to loans suffered marked declines and sizable losses 
were sustained. The wholesale financing of new cars has, on the other hend, offered 
comparatively few problems from the standpoint of losses. Because of the differences 
in the risks involved in the two types of wholesale financing, it is very desirable to 
determine the percentage of wholesale: automobile outstandings in each category.” 
(Underscoring supplied 


About Ratio 9 covering percent of “other receivables” to total receivables, this observa- 
tion is mades 
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TABLE II - 18 





Statement Date 12/31/55 12/31/86 :12/31/57) 12/31/58 = 12/31/59 
% Cash to Total Non-Subordinated Debt 1° 15.07 14.74 14.70 17.22 13.80 
Ratio-Total Non-Subordinated Debt to 
Working Capital .............. 0. cece 2 3.96 3.89 3.90 3.27 3.64 
Retail Automobile to tol to 1 to } tol to 1 
Total Receivables ............... 3 71.68 71.69 68.02 63.48 64.71 
% New Car Retail to Automobile Retail 4 60.85 62.23 $8.27 52.96 53.36 
%& Used Car Retail to Automobile Retail  $ 39.15 37.77 41.73 47.04 46.44 
% Wholesale Automobile to 
Total Receivables ............... 6 9.90 7.44 9.78 8.17 8.53 
% New Car Wholesale to 
Automobile Wholesale ........... 7 82.55 72.34 70.38 €2.92 6799 
% Used Car Wholesale to 
Automobile Wholesale ........... 8 17.45 27.66 29.62 37.08 32.07 
% Other Receivables to Total Receivables 9 18.42 20.87 22.20 28.35 26.76 
% Instalment Receivables Maturing in 
120 Month? dose tected one 10 68.22 66.94 65.99 65.53 61.46 
Instalment Receivables Maturing over 
32 Months ............... 0002 00s 11 31.78 53.06 34.01 34.47 38.54 


Tota! Non-Subordinated Debt—including all 
payables, accruals, holdbacks, etc. 
(io dollars) .0.. 0... e eee ce eee eee 12 _ _ _ — = 
Cash, Wholesale and Instalment Re- 
ceivables Maturing in 12 Months to Total 
Non-Subordinated Debt .............-... 13 102.83 101.09 100.58 104.82 93.58 
No. of Months’ Collections Required to Pay 
Total Non-Subordinated Debt (net of cash 


and wholesale paper)............500005 14 11.49 11.92 11.99 11.28 13.10 
Bank Lines .........ccesccccenecvcesancs 35 _- _ —_— ~ _ 
% Bank Borrowings to Total, 
Non-Subordinated Debt .......... 16 67.68 61.54 60.28 $2.48 $6.28 
% Open Market Borrowings to Total 
Non-Subordinated Debt .......... 17 10.06 11.18 11.24 17.48 17.07 


% Unused Lines to Open 

Market Borrowings ........0..00- 18 458.18 475.72 360.34 431.87 360.97 
% Balances with Instalments Delinquent 

over 60 Days to Total Instalment 

Receivables (excluding persona! loan 

receivables) ....... 0. cece eee eee 19 .22 27 43 31 46 





% Capital Loans to Capital Base (net 
worth plus long term subordinated 
debt) ie tates iewaieedahess 20 1.64 1.41 1.@ 1.90 1.31 
% Repossessions to Capital Base (net 
pty plus long term subordinated 
debt) * i cacicek nt gah eadeee sees 2h 82 85 1.15 
% Rsetse for oe So as os 
nstalment Receivables ........... 22 2.15 2.15 2.18 2.11 
% Deferred Income to Total Jastalment st 
Receivables with Charges Included 
in Face Amount of Notes......... 23 8.22 8.73 9.399 9.59 9.62 
% Losses (charge-offs net of recoveries) 
to Instalment Receivables Liquidated 24 A 72 .74 1.35 1.07 
Ratios numbered 25 to 32 inclusive have been eliminated have no composite valee. 
Ans of Retail Automobile Volume or ~ 
% New Car ............... Sednaaauanateae 33 $6.18 $3.42 32.44 47.15 48.99 
% Used Car nha eee de he Sse 34 43.82 44.58 47.56 32.85 $1.01 
% New Cer vig on Maturing Longer 
than 30 Months............... -. 3S — _ 43.92 63.89 76.73 
% New Car Paper with Advances over 
100% of Dealers’ Cost............ 36 -_ _ 32.14 28.61 52.99 
9% New Car Paper with Advances over 
110% of Dealers’ Cost........... - 3 _ _ _ 5.67 7,61 
% New Csr Balloon (excluding 
demonstrator paper) ............2. 38 12.82 5.34 $26 4.4 407 
% Demonstrator Paper .............. 9 6.29 3.92 6.35 7.67 3.33 
S Used Car Paper ape and two pre- 
ceding years’ models) Maturing 
Longer than 24 Months........... 40 _- _ 34.69 099 61.46 
% Used Car Paper (older models) Ma- 
fe Longer than 18 Months.... 41 -> _ 37.71 4844 34.78 
% t Paper with Advances over 
100% of Wholesale Value........ a — _ _ 34.77 41.94 
% Used Car Paper with Advances over 
110% of Wholesale Value....... . _ _ _ 18.81 23.08 
% Used Car Balloon.................. 44 3.15 2.06 1.96 1.48 1.06 
(000 omitted) ————_——_—————"— 
Preferred or Preference Stocks........... -. 45 8 99,462 § 104,449 § eof $ 104,247 $ 102,193 
Common Stock .......... ccc ec cee eee eeee 46 268,831 269,437 2,350 272,081 275,612 
Surplus-Earned and Capital................ 47 318,078 594,653 $60, 14 743,749 823,726 
Neto Worth) 2.55 cts ic cee shee etek 48 886,371 968,539 1,036,639 1,120,077 1,201,533 
Term Debt (subordinated)................ 49 609,962 617,319 692,693 928,343 1,066,991 
Capital Base ......... 0... e cee eee eee eee $0 1,496,333 1,585,858 =—:1,729,332 2,048,420 = - 2,268,522 
Term Debt (non- subordinated) Waianae tease $1 2,396,396 = 2,869,730 2,986,277 3,314,132 3,634,909 
Volume for Period... 0.0.0... 0.00 cw cee ees $2 20,994,934 18,727,446 20,641,438 18,313,539 23,263,535 
Total Outstandings ..................004. $3 8,276,814 8587,036 9,363,648 8,888,292 10,336,434 
Se Net Profit to Average Net Worth..... 34 12.17 11.50 11.48 10.84 10.60 
% Dividends to Net Proft.............. 35 47.11 49.12 47.61 $0.00 $0.05 
% Total Expenses including 
Taxes to Gross Income............. 36 86.76 87.23 88.49 89.88 90.48 
% Net Profit to Retail Purchased......... $7 1.44 L35 1.63 1.64 1.40 
% Net Profit to Average Total Resources... 538 1.82 1.70 1.77 1.68 1.64 
*Retio aumbers 
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BANK OF CHICAGO 


12/31/52 








12/31/33 


Seaternent Date 12/31/4@ 12/31/51 
& Cob w Deiz......... rere rer te 1° 20.35 17.05 17.04 17.02 16.44 18.07 
5.41 3.68 3.79 581 3.57 3.34 
Rene—Deit to Working Capital............ 2 tol to I to 1 tol to 1 to t 
% Reta Recervables to Total Receivables $ 74.88 77.45 67.21 66.66 10.66 70.68 
% New Car Reta) to Tote! Retal........ 4 94.32 44.00 33.12 28.08 37.00 $0.35 
% Used Cer Reta! to Total Retail....... $ 65.68 36.00 66.88 71.92 63.00 49.65 
& Wholesale to Total Receivabies....... 6 11.10 9.91 12.92 9.70 9.11 8.19 
% New Car Wholesale to Total Wholesale 7 73.40 70.47 63.78 @.30 73.36 75.99 
% Used Car Wholesale to Total Wholesale 8 26 60 29.53 36.22 39.70 26.64 24.01 
% Other Receivables to Total Receivables 9 14.02 12.64 19.87 23.64 20.23 21.13 
% Reo) meruring in 6 mo............. 10 $1.87 47.20 56.64 47.54 47.08 43.05 
% Reta:! maturing in 12 mo............ 11 82.00 79.23 88.53 78.24 78.53 73.05 
% Retal maturing ower 12 mo........... 12 18.00 20.77 11.47 21.76 21.67 24.95 
Detr—in Dollars, including bholdbecks, 
febanes, tad Peserwes, eC... 0... eee 15 — —_ _ = _ _ 
% Cash, wholesale, retail and other 
recervables ragga, in 6 mo. w debe 14 99.49 61.32 91.92 61.94 81.10 60.64 
& Ch wholesale, and other 
recervables maturing in 12 mo. to debt 15 821.4 116.42 125.22 115.37 116.43 114.82 
Na af gonths’ collecuons required to pay 
ae ort of cash aed Wholessle Paper. ..... 16 7.63 8.98 7.15 9.03 8.98 9.18 
OED Ee on es SOA ee on ies ote 1 _ —_ _ _ _ _ 
% Benk borrowings to Debt............ 18 753.89 76.92 73.44 7146S 65.84 38.95 
% Open market Socrowings to Debt...... 19 13.02 10.48 11.41 14.35 14.13 17.34 
% Usesed Lines to open market ootes 20 341.88 308.25 517.08 281.66 364.30 377.02 
© Balexes delinquent over 60 days 
w Total Retail... 0.0... cece eee 21 72 x) | 41 37 MG 24 
% Copal loans to Net Worth.......... 22 2.54 2.25 2.77 8.16 2.84 231 
% Repowesuons to Net Worth.......... 23 1.4 72 1.04 1.20 1.43 92 
% Reserves for losses to Total Retail..... 24 2.65 2.61 2.39 2.35 2.22 2.13 
% Deferred Income to Total Retail....... 25 7.99 788 7.26 7.97 7.77 7.96 
% Lom to Retail liquidated............. 26 1.57 > | “% 16 1.40 1.18 
Volume of Business for the Period 
% Aummotile | reece a 27 —_ -_ =— _ —_ _ 
% Automobile Wholesale ....... 2 _ _ _ _ — par 
% leduxra!l & Home Equipment—Retail 29 _ _ _ —, = ae 
% edu! & Home a 
% Permns! Loans .. 0... wee eee $1 - _ _ _ _ _ 
% Acxownts fwabhe 20. ee eee 52 —— Sor i re cor oS 
 Redsacomnty 2... cece eee eos 33 ~ _- _ _- — = 
% UsclesmOed .......... gies ibe WS, ee57 4 _ = _ _ _ = 
Aaslpin of Retail Automobile Paper 
% New Car Retail.......... ere ereaid8s * 55 _ —_ _ _ 35.44 47.05 
% Used Car Retail... 6... oes % _ - — _- 64.52 $2.95 
% New Car Paper meruring longer 
them 18 mooths...............005 37 _ =_ _ 83.32 86.20 
% New Car Paper with down payment 
of lew than 33%%. 20.0... 6.0.0 ee 38 =_ - _ _ 29.89 40.34 
% New Car Balloon, excluding 
demonstrated paper ............... 39 - - > _ 10.83 11.85 
© Demcamrator paper .............. - &@ — _ _ _ 8.00 8.29 
% Used Car Paper maturing longer 
then 12 months. .............00. . #1 _ = _ _ 85.95 7963 
% Used Car Peper with down payment 
of lew thea 53%%.............. - & —_ ~ ~ _ 30.98 27.28 
% Used Car Paper with Gna! installment 
harger than preceding ones......... 43 _ _ = _ 2.78 2.64 
(000 omitted) 
Preferred or Preference Stocks.............. 44 $ 42,453 $ 36,832 § 382,012 $ 26,409 $ 26,676 § 34,126 
Common Stock 000 eee eee eee eus 43 155,238 158,348 161,363 186,974 210,900 213,082 
Sepivs Barmed and Capital... ...........056 46 250,420 316,460 339,015 396,052 444,639 309,197 
Net Wt os oct wee Sen bay due ecie wees 47 448,091 $31,640 $52,390 609.435 682,215 758,405 
Deb ios dean se tacak wah glean ek oe 48 672,578 826,772 924,909 987,769 2,004,587 2,128,779 
Toul Ne Worth and Debentures........ wes 49 ~—-3,120,669 =:1,3598,412 24,477,299 =—s-11,397,204 =. 2,686.802 2,887,184 
Volume for Period oc ieicnic bd ease ewe 50 6,947,135 10,818,794 11,394,128 12,552,633 13,344,183 14,397,821 
Toul MEE 6S note sceciudodateeus 51 2,004,844 = 3,673,373 3,722,546 4,369,717 3,656,028 5,694,736 
% Tetl expense inciuding taxes 
gross moompe... ow ce ee $2 80.73 79.30 62.08 83.73 86.36 96.93 
% Nex prof to Retail purchased.......... 33 1.88 1.92 1.78 1.48 1.37 1.46 
% Net profit to Average Net Worth....... 34 15.38 17.37 14.96 14.37 12.54 12.33 
%& Dnidends to Net Proft..............-. 35 39.15 38 64 41.13 44.80 51.85 $0.47 
% Corrente Debt to Tots! Resources........ 36 63.80 66.68 65.98 65.37 60.75 $8.33 
% Long Term Debt to Total Resources... .. 37 11.41 10.60 11.68 12.43 17.37 18.40 
% Uoearoed income, and loss reserves to 
Total Resources . 0.0.0... ccc cee ee eee 38 7.04 7.27 6.66 7.42 FAL 7.06 
% Ne Worth to Total Resources.......... 39 15.75 15.45 15.68 14.78 14.77 16.21 
% Noo-Current Assets to Total Resources 6 3.45 2.88 3.11 2.62 2.94 3.07 
% Geoss Income to Total Purchases........ 61 3.15 4.98 5.32 5.50 6.13 6.71 
% Net Profe to Tots! Purchases.......... 62 1.00 1.02 94 88 80 83 
% Expense to Total Purchases............ 63 4.15 3.96 4.38 462 3.33 5.88 
“aie Nembers 
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TABLE II - 18 
E_FIR T 
POSITE RA - IN ENT SALES F ANIES 
Part C = 1935-1948 








Statement Date 12/31/39 12/31/36 12/31/37 12/31/38 12/31/39 12/31/40 V2/90/4d 12/30/47 ae 
% Cath to Debt... 0... cece eee eens ie 16.33 19.27 18.24 28.26 21.77 16.57 16.25 17.53 168: 
2.60 2.39 2.53 1.50 2.04 2.66 2.96 5.65 \n 
Retio—Debt to Working Cepital............ 2 tol tol to 1 to 1 tol to 1 wl wl 1 
% Retail Receivables to Total Receivables § 72.33 78.15 73.69 64.43 62.89 64.59 G19 bP 64 
% New Car Reta:! to Total Retail....... 4 635.56 - 36.59 46.02 45.76 49.39 30.28 29.72 No 
& Used Car Retail to Total Retal....... $ 444 _ 43.41 $3.98 $4.24 $0.61 49.72 7428 bolt) 
% Wholesale to Total Receivables....... 6 15.30 11.25 12.49 13.03 10.66 13.78 11.61 13 22 1y4s 
% New Car Wholessle to Total Wholesale 7 78.87 _- 66.29 63.74 $9.33 66.38 9.75 on “an 
G% Used Car Wholesale to Total Wholeale 86 21.1§ _— 33.71 56.26 0.67 $3.62 30.27 30 05 33160 
GF Other Receivables to Total Receivables 9 13.36 13.98 13.82 22.54 26.45 21.65 19.20 Le | m9 
% Retail matusing in 6 ino............. 10 62.09 $6.14 $6.70 $9.05 34 32.72 3480 3722 32M 
% Retail maturing in 12 mo............. wu 92.19 87.19 88.50 89.52 86 04 04.31 86.60 68.85 ay™ 
% Retail maturing over 12 mo........... 12 7.18 12.81 11.70 10.48 15.96 13.69 13.40 1a l6ae 
Debt—In Dollars, including holdbecks, 
rebates, tax reserves, eC... 00... eee iB) _ - _ _ - _ _ - - 
Cash, wholesale, retail and other 
receivables maturing in 6 mo. to debt 14 108.78 103.48 105.13 130.40 104.40 93.23 9281 93.87 0@ 


% Cash, wholesale, retail and other 


receivables maturing in 12 mo. to debt 15 143.76 140.24 141.26 169.95 1Q.@ 130.98 128. 12335 ian 
No. of months’ collections required to pay 





veh ot of cash and Wholesale Paper...... 16 3.3 5.79 3.82 $87 3.62 6.73 692 6% oF) 
NOW 5 Ce care Dic ts aR abia a eevee hon veers 17 _ _— _ _ —_ — aay = ae 
% Bank borrowings to Debt............ 18 66.33 61.95 69.43 63.53 63.94 6 23 A 4.20 ®N 
Fe Open market borrowings to Debt...... 19 23.34 28.36 19 40 22.25 2303 24.39 21:56 961 ij 
G% Unused Lines co open market notes.... 20 _ _ _ 723.30 262.52 134.4 161.34 378.26 me 
% Balances delinquent over 60 days 
to Total Retail ..............000. a1 ” 30 | 90 r 33 & re) # 
% Capital loans to Net Worth.......... 22 2.40 .719 1.41 2.01 1.93 1.68 1.14 $.24 se 
% Repossessions to Net Worth.......... 23 1.97 1.4 2.84 1.42 93 1.44 as # i 
% Reserves for losses to Total Retail..... 24 2.87 2.66 2.61 2.94 2.6% 232 2.86 7.09 7% 
% Deferred Income to Total Retail... .... 25 7.46 6.96 7.08 6.97 7.29 7.03 6.48 7.26 ec} 
% Loss to Retail tiquidated.... 02 ....... 26 79 92 89 1.70 82 92 8 x | “ 
Volume of Business for the Period 
% Automobile Paper—Retail ........... 27 _ _ = _ _ _ _- - * 
% Automobile Paper—Wholesale .... 28 _- _ _— _ _- _ ad - = 
% Industrial & Home Equipment—Retail 29 _- - - _ - —_ - = be 
% Industriel & Home Equipment— 
Wholesale 0... ccc cee $0 _ - - - -_ _- - = xf 
% Persona) Loans ............cce eee 31 _ - _ _ _ _ _ - = 
% Accounts Receivable ................ 32 _ _ _ _ _ _ _ - a 
GH Rediscounts 2.0... . cece eee e eee 53 _- —_ _ _- - _ _ = x 
% Unclassified ................ ae 4 _ - _ _- _- _ _ - a 
Analysis of Retail Automobile Paper 
New Car Retail............00..0 00 $5 38.85 60.10 34.00 39.94 6.0 49.94 40.14 - = 
% Used Cor Retail................05- . + 41.15 39.90 46.00 @.06 33.51 30.06 51.86 - = 
% New Car Pa. maturing longer 
then 18 months.................. 37 2.26 29.73 $4.82 19.79 $3.33 46.26 4.73 - = 
% New as Paper with down payment 
of less than 334%. .............. 38 20.95 38.37 22.36 17.34 23.18 $2.59 $3.01 - ba 
% New Car Balloon, excluding 
demonstrator paper ............0.. 39 7.35 9.38 9.57 6.36 6.51 10.47 11.03 = - 
% Demonstrator paper ................ 40 10.96 8.09 8.0 13.36 9.31 9.70 8.89 -_ * 
% Used Car Paper maturing longer 
then 12 months ................ 4. 41 20.65 38.81 4.18 4.4 32.70 @.23 63.05 = a 
% Used Car Paper with down peyment 
of less than 33%4%.......0....... 42 20.63 $7.09 27.92 21.88 51.83 0.03 97.16 ~- ag 
% Used Car Paper with final installment 
fasger than preceding ones......... 43 4.18 7.18 3.71 490 3.33 6.32 5.0 = ™ 
(000 omitted) —————— 
Preferred o¢ Preference Stocks.............. 44 $ 34,108 $ 74,738 § €6202 $ 71,936 § 64,904 $ 44.734 8 4,045 § 39872 0 4 is 
Common Stock 2.0.00... 0. ccc cece ees weawe 49 115,373 129,182 162,845 162,984 133,747 188,311 180,510 St. 991 M4 
Surplus-Earned end Capital. .... hina eon ae 46 T3117 92,410 103,399 110,286 109,713 116,016 317,530 144,302 ist 
Net Worth 0.0.00... 0. ccc cece ewe ee eee 47 242,598 296,350 334,646 345,206 328,364 349,061 938,065 S465 
Debentures 20.000... ce cece eee 48 25,000 170,742 204,443 178,876 173,721 211,107 184,249 105,196 $Me 
Total Net Worth and Debentures........... 49 267,398 467,092 $39,089 $24,082 $02,085 360,168 322,334 441,361 Tt. 
Volume for period. .....00... 00. cc eee ees SO 2,695,383 3,526,548 3,903,241 2,213,464 = 3,038,688 = 4059,779 9 45941,41) 55461 
Total Outstandings ..................00005 31 876,343 1,279,772 1,315,336 979,164 1,166,106 1,605,419 1,777,906 1,971,239 LIA 
% Total expense including taxes 
to gross income.................... 32 69.23 70.82 71.23 77.4 76.13 77.20 7685 1 41 as: 
% Net probt to Retail purchased. 2... 53 2.95 2.92 2.98 3.01 2.51 2.41 1.96 1.93 ce 
9% Net proft to Average Net Worth....... 34 16.22 15.34 15.62 9.51 944 10.54 £1.03 12.68 1e.4 
% Dividends to Net Proft................ 33 $2.53 81.48 73.73 85.06 70.34 67.94 72.34 03 ok 
9% Currene Debt to Total Resources. .... % 63.38 62.27 63.35 $1.03 39.24 63.19 63.57 70.95 at 
% Long Term Debt .» Total Resources... ... 37 39 3.460 2.36 3.35 3.69 486 an TAS 931 
% Unearned income, and loss reserves tu 
Tota! Resources 00.2.2. ..0.-2 0000. sa 6.74 6.99 6.41 6.66 6.36 64 649 593 65s 
% Net Worth to Total Resources ........ 39 29.29 27.14 27.68 $8.78 30.31 23.5% 23.27 16.37 ne 
% Non-Current Assets to Tota! Resources .. 60 2.52 2.05 17t 2.57 2.41 2.03 2.07 283 sa 
% Gross Income to Tots! Purchases ...... 6! 383 6.29 6.38 8.52 3.96 3.71 3.40 3a az 
% Net proft to Tote! Purchases........... 62 1.70 1.82 1.04 1.95 1.40 1.24 Lil A a 
% Expense to Tota! Purchases............. 63 4.13 4.47 4.34 6.37 438 4.47 427 17 44 
I a gs ee ee te eee 
*Ratio oumbers Notes Ratios were not computed for the years 142.1% 
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*,eoIn view of the diversification which has taken place among automobile finance com- 
panies during recent years, the percentage of ‘other receivables" undoubtedly will con- 
tinue at a substantial percentage of total outstandings.” 


Ratios 1, ll, 12, 13, 14 and 15 deal largely with factors preliminary to the determination 
of liquidity. The importance of liquidity is emphasized by the author in the introductory 
secticn of the booklet, which have been quoted. Further comments on the subjects 


"Ratio (16) 


"Expressing as it does the theoretical period required to liquidate the indebtedness 
of a finance company other than subordinated debt, this ratio is of fundamental im- 
portance in the analysis of finance company statements. The old ratio basis of limit- 
ing dedt to a certain number of times working capital or net worth assumed that the 
various companies had the same degree of liquidity, inferring that the terms and rate 
of collection of receivables were standard--which in an unrestricted economy obviously 
would not prevail. Under the old debt ratio yardstick, the careful operator who pur- 
chased only high grade paper was, in effect, penalized in that the ratio standard set 
up did not discriminate between him and the operator who purchased large quantities of 
sub-standard paper. In the years immediately preceding the war, a liquidity slightly 
in excess of six months was the average for well-managed companies, and this generally 
resulted in a ratio of debt to working capital of approximately 3 to 1. Reference to 
the composite ratios shows that at December 31, 1940, the companies previously referred 
to on the average had debt equivalent to 2.66 times working capital and a liquidity of 
6.73 months. At December 31, 1941, the ratio of debt to working capital was 2.96 to 1 
with a liquidity of 6.92 months. 


“at December 31, 1954, the ratio of debt to working capital was 3.34 to 1 with a liqui- 
dity of 9.18 months. In view of the excellent payment record of installment paper 

over the years, as reflected in ratio number 26 of the composite ratios, coupled with 
the desire of banks to assist the finance companies in handling the greatly increased 
volume of paper developed since the end of the war, a nine months’ liquidity standard, 
under average economic conditions, is now regarded as reasonable. It is expected that 
this liquidity will, on the basis of average terms, result in a debt to working capital 
Tatio of approximately 4 to 1. In calculating liquidity, include in debt all current 
liabilities and all long-term debt which is not specifically subordinated to current 
Notes payable. In addition to cash and wholesale paper, deduct from the debt, short- 
tera accounts receivable, which have been purchased. In calcutating the number of 
gonths® collections required, take monthly maturities of all retail paper as well as 
wall loan maturities (Principal only) and relate these monthly totals to the net 
oebt.” 


See Table 11-19 at Ratio 16 affords a comparison of GMAC and the composite group on liqui- 
a.ty. 


Comments on Ratios 18, 19, and 20 are important and self-explanatory: 


"Ratios (18), (19) and (20) 


“The primary source of credit for a finance company is its banks. Without adequate 
lines from representative banks, a finance company would find it most difficult to 
borrow effectively on the open market and, of course, could not likely obtain long- 
tere funds with which to operate. Sometimes a company with a good list of banks, 
@m.ch grant ample credit lines, loses sight of the fact that open market borrowings 
are besed on these lines and permits the use of the open market to take up too large 
@ part of total debt. While a saving in interest costs can usually be effected, we 
believe that a company should limit the use of the open market to 15% or 20% of its 
borrowings and should at all times have unused credit lines available to cover the 
open @araet paper. This is essential because holders of this expect pay- 


gent at maturity.” (Underscoring supplied. 
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Various types of funds--long-term, bank lines and open market--offer advantages, but open 
aarcet funds are the most attractive to those companies restricted least by the prevailing 
credit rules. According to size, independent companies with the exception of CIT Corp. and 
comercial credit company are held to a percentage from well below 20% of bank borrowings 
to slightly above and are expected to keep open lines of bank credit in an amount at least 
equal to the outstanding open market borrowings. 


The escapement from all or any part of the rules apparently depends upon corollary consi- 
Jerations and influence with the key enforcing banks. The one captive company included in 
these ratios had outstanding in open market borrowings in 1952 an amount that exceeded its 
total bank lines, and at the same time used 72% of its available bank lines. (See Table II- 
19). 


The very heart of the liability side of the structure of a finance company is the make-up 
and size of its bank lines. The influence of the commercial banks, the chief supplier of 
funds of the early finance companies, continues to determine the structure of sales finance 
companies. This migth seem strange, because finance companies since World War II have re- 
lied more and more on long-term senior money and subordinate debentures from life insurance 
companies and other institutions, and banks" influence might logically have been expected 
to diminish. 


Banks’ continuing key influence stems from the fact that life insurance companies and other 
institutional suppliers of funds continue to rely on the banks, acting in their own inte- 
rest, to police the operations of the sales finance companies. 


Provisions in the borrowing indenture with these suppliers of funds require sales finance 
copoanies, excepting a few national companies, to draw a substantial amount of their overall 
credit funds from commercial banks, particularly from those expected to be familiar with and 
Qalified to evaluate the practices and operating results of the sales finance companies. 


The banks keep watch on delinquencies, repossessions, losses, new-and-used-car volume rela- 
tionships, wholesale and retail volume relationships. The banks also monitor the financial 
Banagement of finance companies, watching liquidity, senior borrowing ratio, relationships 
of open market funds to unused bank lines and interrelationship to the total lines in use, 
the cash position, and in general the current postition and health of their sale finance 
company debtors. 


These requirements are adhered to with some important discriminations that are disclosed 
by a study of I[-15, II-16, II1-17, I1-20 and II-21. Here it is clearly reflected that the 
single captive company, GMAC, does not conform to the standard of ratios and limits to 
which the rest of the industry generally is held. The principal reason for this immunity, 
no doubt, is the fact that General Motors Corporation maintains large sums of deposits in 
its general accounts and other substantial funds in the trust department of the key banks. 


No suspicion of conspiracy is needed to explain this immunity Lending officers of these 
banks possess limited authority as to general policy and are not likely to offend a sub- 
stantial and profitable customer by insisting that its subsidiary follow the rules laid 
down for all of its competitors. But the implications, both as to credit soundness and 
freedom of the marketplace, need to be recognized. 


The preworld War II leverage advantage of the captive finance company, which averaged about 
double that of independents and surpassed that level in peak periods, continued into the 
post-World War II period and presently exists as shown in the five tables cited above. 


Safety Advantages in Excessive Pyramiding 


Unorthodox and exclusive pyramiding can promote safety for the privileged company while 
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imposing greater risks for its competitors. The advantageous customer rate differential 
resulting from the pyramiding can be used to attract the “prime” contracts, leavi>.. cnly 
contracts of lesser quality for other finance companies. The “customer rate” problem 

for the companies with normal borrowing ratios is compounded by the additional costs of 
servicing such "select, good, better or worse” contracts -- a cross-section, not just prime 
risks. 


In the competition between finance companies, this inequality experienced by the indepen- 
dents is, of course, limited to the market in contracts from General Motors dealers, be- 
cause GMAC confines its activities to General Motors dealers, and independents are effecti- 
vely excluded from this narket. For the business of the non-General Motors dealers, inde- 
pendents compete with much less leverage differential one from another, as indicated by 
Table I1-17. While some may enjoy a relatively higher leverage, they also experience the 
competition from other companies that possess similar leverage, and together these groups 
at varying levels will compete for the class of contracts (risk, terms et cetera) that 
qualify for a particular rate within that particular market. 


The discriminatory leverage of GMAC is not effective directly against the independents in 
the non-General Motors market. Rather its direct impact is effective in the competition 
(1) between General Motors dealers and dealers for other makes for the nearly two-thirds 
of automobile volume represented by time buyers, and (2) between General Motors and other 
automobile manufacturers to obtain control of dealer outlets--and thereby control sales of 
cars. GM has exclusive weapons in dealer benefits and subsidized wholesale interest rates 
(which facilitate inventory loading), and also enjoys exclusive incomes from financing, in- 
surance, and sale of parts and new car replacements under insurance coverages. All such 
advantages are accentuated by the exclusive GMAC pyramid. 


The pyramiding advantage of GMAC strikes non-General Motors dealers and non-General Motors 
manufacturers with effects that are pervasive and can be calamitous. It affects the quality 
of dealers and the quality of the dealers" time sales business. Non-General Motors dealers 
experience an erosion of their time buyers in the loss of the better credit risks to the 
General Motors dealers. In turn, all other automobile manufacturers experience an erosion 
of their dealer body because of deflection of better dealers to General Motors. The exclu- 
sive GMAC leverage as a competitive instrument against dealers and manufacturers is a leth- 
al weapon. 
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FUTURE STRUCTURE AND SEHAVIOR OF INDEPENDENTS AND CAPTIVE FINANCE COMPANIES 


7 


the Wanufacturer's Stake in Sales Financing Cost 


Bith nearly two-thirds of new cars sold on time, the competitive pricing of instalment 
financing service is important to all car manufacturers and their dealers either as to 
consumer charges, or dealer income, or both. Since any singular advantage enjoyed by a 
tantive finance company of a manufacturer is of coneern to all other manufacturers of pro- 
ducts, those finance companies serving the dealers of other manufacturers are confronted 
w.th pressures to imitate the advantageous pyramiding presently extended only to GMAC. 


Certain fundamental questions arise. First, is such pyramiding dangerous to our national 
econamy? Second, if not, should other independent finance companies (now denied the pri- 
vileje by bank and insurarce company creditors) be permitted a debt pyramid that will 
enad.e them to match the cost of financing the products of manufacturers that do not own 
a captive finance company? A_ third question also is suggested: Should the ownership of 
Captive auto finance companies be permitted and encouraged? 


crecit Factors of Excessive Pyramiding 


In 1955, G&AC had a 20 to 1 ratio of risk assets (total assets less cash) to common net 
worth (see Table II-17). An important and familiar benchmark for the soundness of a fi- 
hancial institution's ratio of risk assets to net worth is that used by the United States 
Comptroller of the Currency, who is charged with the responsibility of examining national 
danas. The Comptroller has traditionally held a safe risk asset ratio to be about 6 to l. 


3f a bank’s risk assets, 80% to 90% consists of loans and discounts and the balance consists 
of state ang municipal bonds,banking house, stock in Federal Reserve Banks, et cetera. When 
a sans exceeds the 6 to 1 ratio by much, the Comptroller usually questions the adequacy of 
the banks’s capital and may require more capital. 


It will be generally conceded that the risk assets of banks are superior in quality to 
those of finance companies. If it is considered unsafe for banks to invest more than six 
tumes their net worth in risk assets, then the credit soundness of the 20 to 1] risk asset 
ratio is certainly subject to some question. 


Ratios of independent sales finance companies do not approach GMAC levels, but rather cor- 
respond broadly to the banks" rule, as Table I1-17 shows. 


If enere should be a financial crisis, serious effects could arise if one or more sizable 
finance companies were to have built an extreme pyramid approaching GMAC's. A financial 
Crisis probably would engender misgivings as to the financial soundness of even those com- 
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TABLE II - 20 
PITAL FUNDS 


RATIO OF_DERT TO CA 
GENERAL TORS ACCEPTANCE CORP, (A 


ND CONSOLIDATED SURSIDIARIES) 


Maximum and Minimum Ratio During Each Year 





Co 

















pital Funds Capital Funds 
Debt Employed Ratio Debt Employed Rafle 
1919 Dec. §$ 13,568,877 $ 2,450,565 5.510] 1940-Dec. § 412,542,252 § 85,898,078 4810! 
May 282,638 2,465,538 It! Jon. 327,456,985 86,717,503 3.800) 
1920 Merch 29,378,458 —«-2,628,261—«*11.2 0? 194) Apr. 485,210,888 89,848,722. 5.4101 
Nov. 29,149,383 «4,213,892 6.910) Oct. 428,649,725 118,346,152 3.610? 
1921 Merch 31,440,532 4,054,481 7.8 10) 1942 Feb. 450,500,034 114,160,925 3.980) 
Dec. 25,614,627 —s- 5,010,551 5.1 10? Dec. 135,389,674 87,878,373 1.5801 
1922 Sept. 44,239,534 —«- §,211.876  B.Stol 1943 Jon. 110,391,849 88,230,090 1.300 
Jon. «26,512,431: 4,952,243 8.401 Dec. 53,964,145 91,092,121 bee} 
1923 Merch 59,768,305 6,463,149 9.201 1944 Feb. «75,199,685 91,143,104 8 001 
Avg. 55,995,604 8,642,754 6.5101 Dec. 6,611,327 91,081,909 «se 
1924 Feb. 84,549,308 10,806,136 7.8101 1945 Jon. «18,568,762 91,065,437. 20) 
Dec. 61,092,761 13,618,262 4.5401 Dee. 1,402,543 91,498,315 000? 
1925 Nov. 98,103,013 «14,785,929 6.6 tol 1946 Dec. 68,005,646 67,053,439 8 te? 
Feb. «52,683,912 13,855.74) 3.8101 Apr. 1,608,561 89,826,513 Owl 
1926 Oct. 223,872,653 30,717,014 7.3102 1947 Dec. 193,370,133 88,711,450 2.20 3 
April 160,621,163: 28,861,449 5.6801 Jon. 70,302,925 86,910,119 Be} 
1927 Moy 252,127,065 38,281,935 6.610) 1948 Dec. 423,188,118 90,294,340 47001 
Dee. 252,899,535 52,168,674 48101 Jon. 211,257,545 88,895,116 24001 
1928 Oct. 335,807,077. 59,080,954 57tel 1949 Oct. 803,290,798 + =—-:98, 749,961 = B. t0 1 
Jon. 244,068,605 52,757,233 4.6101 Nov. 747,764,911 174,828,704 43101 
1929 Sept. 407,476,953 69,802,227 5.8101 1950 Feb. = 818,058,715 173,404,109 = 4.7101 
Jon. 278,738,817 64,592,152 4.3001 June 920,205,277 230,560,468 = 4.010 1 
1930 Jon. «339,244,270 77,608,677 4.4101 1951 Dec. 1,061,346,262 227,790,245 = 47 101 
Nov. 278,838,196 86,333,657. 3.2101 Nov. 1,019,527,578 = 258,755,272, 3.91 
1931 June «287,471,857 79,845,296 = 3.610 1952 Dec. 1,294,818,102 238,852,978 = S.A t0 1 
Nov. 220,137,539 83,001,073 2.7101 Feb. 1,006,256,457 230,507,527 4Ato! 
1932 Feb. 203,384,828 78,032,082 2.6101 1953 Morch 1,501,191.050 254.470.1993 3.9 10 1 
Dec. 82,481,673 «79,490,138 1.0 to? Dec. 1,846,080,398 397,479,287 4.6101 
1933 Sept. 121,786,338 «62,059,871 1.5101 1954 Feb. 1.854.542.351 404,214,548 = 4.6 80 1 
March 83,970,124 80,521,860 —'1.0 to? Nov. 1,793,322,026 460,404,532 3.9801 
1934 Aug. 201,787,750 89,484,567 23101 1955 Moy 2,423,661 ,636 454,262,401 $5.3 00 1 
Jon. 93,912,289 84,884,188 1.1101 Jon. —1,956,846,251 444,373,833 4.410} 
1935 Dec. 252,811,260 83,148,231 3.010! 1956 Feb. 2,993,257,.290 588,442,518 5.100) 
Jon. 157,633,227 -93,669,818 +~—-'1.7 101 Oct. 2,878,873,500 639,955,420 45001 
1936 Aug. 391,269,630 90,029,307 4.30} iSis Ge eaRAaiObe: SEMAENI SES aS 
Jon, = 266,540,400 83,997,241 3.2 10} Oct. 3,109,952,828 657,919,419 4710) 
1937 Dec. 419,757,682 84915319 4.9101 
Feb. 321,044,626 85,877,673 3.7101 1958 Feb. 3,456,240,828 658,470,439 §.2to 1 
Nov, 2,781,286,201 696,480,286 40101 
1938 Jon. «403,241,852 86,546,331 4.7101 
Nov. 239,391,909 93,191,508 2.610 1959 July 3,450,253,466 739,294,967 4.7101 
1939 June 322,179,016 86,778,012 3.7001 PORE, SAVUS AAT NCS. -TORTAL ORE. AO} 
Oct. 265,630,190 —-90,799.920 2.9101 
Sources GAAC Supplements to Annual Reports 


Notes Debt (notes, loans, and debentures payable) excludes subordinated indebtesness. 
Capital funds employed include capital stock, surplus and subordinated indebtedness. 
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panies that had maintained the conventional conservative ratios of borrowings and risk 
assets. The constriction of credit that could follow would destroy the price structure 
of sealer inventories and undermine equities and values of consumer durable goods, the 
chief asset of millions of Americans. 


GAC's gigantic size is put into significant perspective by comparing this subsidiary of 
one manufacturer with the largest bank in New York, a bank which calls itself "the leading 
lesser to American business and industry.”* GMAC‘s gross receivables of $5,3C7,009,900 at 
the end of 1960 were substantially more than the $4,672,0C0,09% total loans and mortgages 
then held by The Chase Manhattan Bank. And Chase’s common equity base was about 175% of 
GUC's -- $668,940,000, against $394,561,900, 


At its peak borrowing in 1955 the common net worth of GMAC equaled only 4.8% of its total 
assets -- less than $5 for each $95 of borrowed funds. (See Table II-17). This simply 

weant that had there been a serious depression, and branch managers had collected all but 
$48, out of each $1,000,050, the loss would have been equal to GMAC's common net worth. 


There have been many warnings about the possible adverse impact of consumer credit on the 
economy if terms and down payments should get out of line.. Some authorities, however, are 
less worried about this because it has been repeatedly demonstrated that cautious judgment 
by consumers, in both up and down swings, controls their credit commitments. 


Inordinate consumer debt was not a factor in the 1930%s depression, for example. Rather, 
bold and intemperate manipulations of ambitious men and organizations who used financial 
pyramiding to extend their control of resources and markets were responsible. 


Some experienced finance men believe that any future trouble in consumer credit would be 
the result of similar desire for power and manipulation through pyramiding. They hold that 
areal threat lies in the small “down payment” in sales finance companies" total portfolios 
of receivables (reflecting factory-forced pyramiding on small common equity), rather than 
the small down payment of consumers. 

The presently existing competitive disadvantages, augmented by dealer and manufacturer 
pressures, will press upon independent companies to seek more liberal pyramiding than they 
currently practice. But the selective restraints imposed on them by banks, life insurance 
Coapanies and other suppliers of credit to finance companies will tend to limit the trend. 
In the absence of equalization at this level, more manufacturers likely will organize cap- 
tive finance companies, pyramiding them as rapidly and as far as they can, in the hope 

they may gain a greater share of the market for their products. This would be a hazardous 
ground of competition, however, whether or not GM exerted its full potential. 


The future of the automobile sales finance company as to the prevailing type--captive or 
independent--and prevailing financial structure depends on (1) a major breakthrough on the 
part of independents to obtain equal treatment with respect to ratios; (2) willingness of 
independents to pyramid on common equity to extreme limits; (3) ability and willingness of 
Ranufacturers to capitalize captive finance subsidiaries and, in turn, resort to extreme 
pyramidings; and (4) possible federal legislation or other action to separate GMAC from 
General Motors and prohibit other captive auto finance companies. : 


In explaining why Ford Motor Company wanted to organize its own finance company in 1959, 
the Ford spokesman told the Senate Antitrust and Monopoly Subcommittees 


"(1) We want our dealers and car buyers to have available to them financing and in- 
surance at as low a cost as possible. This requires maximum efficiency in financing 


and insurance operations, and profits that are not excessive in relation to the risks 
involved. 


°(2) We do not want to be, and we do not want our dealers to be, at a competitive 
disadvantage with General Motors whose dealers and customers are serviced by GMAC. 


“We have mo desire to get into the automobile financing and insurance business except 
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as necessary to achieve these two objectives.” 4 


The Ford spokesman said his company concluded that between GMAC‘s discount rate to dealers 
and independents’ rates, “the typical differentiation is equivalent to approximately one- 
half of one percent discount." 


The witness did not mention GMAC’s unique advantages of leverage which make such a diffe- 
rential possible. However, a statement filed by General Motors in the same hearings sets 
forth GMAC’s privileged position, while trying to deny that such privilege exists. The 
difference in status of GWAC and that of independents is illumined in this Gi passage: 


"In accordance with the provisions of its indentures, GMAC may borrow presently up to 
100 percent of the amount of its capital stock and surplus in senior subordinated in- 
debtedness as well as 100 percent in junior subordinated indebtedness; i.e., the 
equivalent of 200 percent of its capital stock and surplus. While some smaller finan- 
ce companies have substantially higher ratios of subordinated indebtedness and/or ca- 
pital notes to capital stock and surplus than GMAC, studies reveal that larger finance 


companies are limited to a ratio of 125 percent or even 100 percent. As of the end of 
1958, GMAC was borrowing in this manner only 129 percent of its total capital stock 


and surplus.” 5 (Underscoring supplied. ) 


That ownership by General Motors is indispensable to GMAC’s favored borrowing status is 
Clear from this excerpt from the GM statement at page 455 of the hearings report: 


“an attempt has been made to show that an advantage exists by reason of the fact that, 


as_ long as GMAC_is owned by General Motors, it can borrow up to 200 percent of its 
ecu.ty capital through issuing subordinated notes but only 133 percent in the absence 
of Gd ownership. However, at the end of 1958 the amount of GMAC subordinated indebted- 
ness in relation to its equity capital was 129 percent. CIT has the right to borrow 
125 percent in the form of subordinated indebtedness, but at the end of 1958 its out- 
standing subordinated indebtedness was only 79 percent of its equity capital. Thus. 
the witness’ own company, CIT, can if it wishes approximate the existing GMAC relation- 
ship between subordinated notes and equity capital. There is no basis for the conten- 


tion that GMAC is obtaining any financial advantage." 


GUC refers to its relationship of subordinated debt to net worth of 129% for 1958 only, the 
lowest year since 1952. However, it reached a high of 166% in 1954, and soared nearly as 
high in other years. 


The General Motors agreement referred to above is proof enough that GMAC is able to borrow 
Bore funds than normal because of its captive ownership. The agreement provides that GMAC 
will lose the privilege if and when it loses its General Motors’ ownership status. 


The advantage of excessive subordinated debt does not provide the full difference in pyra- 
Biding by GMAC. This leverage advantage in the capital base is multiplied by a similar 
leverage advantage in senior borrowings. 


Table II-20 lists the senior borrowing ratio of GMAC from 1919 to 1959, taken from the Supp- 
lenentary Financial Reports of GMAC. It shows that GMAC commonly exceeds a maximum of 5 to 


l. 


Most other sales finance companies are held to a senior borrowing ratio of less than three 
times their capital base by the key banks that set the standards followed by al} other lending 
banks. A few finance companies are allowed a 3 to 1 ratio, and a very few are allowed a 





4 auto Financing Legislation, U.S. Senate, 1959, op.cit., p.189, 190. 


3 This reference appears at Page 447 of the 1959 Senate hearings. A copy of the inden- 
ture agreement is reproduced at Page 601 of the same volume. 
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4 to 1 ratio. Table II-21 presents the senior debt to capital funds ratios for 1945-59 of 


a cross-section of classified sales finance companies surveyed by the American Finance con- 
ferences GMAC is Group 1. 


The simple multiplication of the permitted senior ratio by the subordinated debt ratio con- 
structs the pyramid. 
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THE AUTOMOBILE SALES FINANCE DICHOTOMY AND 
THE AUTOMOBILE MANUFACTURING MONOPOLY POWER 


vhe automobile sales finance business, distinguished from the general sales finance busi- 
ness, is a distinct dichotomy. 


One side of the dichotomy is the singular operation of GWAC, confining its services to the 
products sold by General Motors dealers. The other part of the dichotomy is all other sales 
finance institutions, including hundreds of finance companies, local, regional, and natio- 
nai, which compete for the sales finance business of dealers representing non-General Mo- 
tors eanufacturers, plus what business they are able to glean from General Motors dealers. 


Together the two parts of this dichotomy furnish the retail and wholesale financing service 
for a highly concentrated industry of only five automobile manufacturers. One company has 
effective monopoly power in its dominance of the market and pricing. 


The distinct advantages possessed by GMAC for the benefit of its parent, General Motors, 
have set up competitive strains and stresses that threaten the precarious dividing line 
between unfulfilled and fulfilled monopoly power. 


Unfulfilled monopoly may, out of discretion, share or seem to share its power with others, 
Bay allow the less powerful to survive. But monopolistic power is difficult to hold back 
from complete fulfillment unless measures are taken to assure fair, free competition. Mo- 
nom ly power can best be ended by eliminating it and substituting the power of a free 
Barcetplace. 


The unique advantages of GMAC, through abnormal pyramiding coupled with reduction of costs 
te ccrtrol of dealers, make it impossible for a manufacturer without a finance company to 
compete effectively with Gi. The competitive situation must be equalized by divorcement 
cr other means. 


Hhile the competitive advantages to the manufacturer of owning a captive finance company 
Nave been described herein, fuller understanding calls for further elaboration. 


Fora’s “interest and objectives” in automobile financing were described by its spokesman 
before the senate in 1959 as twofold and “very simple” - (1) providing the lowest possible 
financing and insurance costs; (2) assuring no competitive disadvantage for Ford and its 
seacers as against GM and its dealers. 


Full perspective discloses the latter-named objective, concerning competitive disadvantaae, 
at Souch.ng on the real and basic concern. And full perspective casts serious doubt as to 
“Me reality of the first-stated objective, lower costs, particularly as to costs to the 

saz Buyer. The matter of costs will be discussed in detail herein, after further exposi- 
tion cf the competitive stakes between manufacturers. 


Far @ore revealing than Ford's testimony in 1959 were its statements to the Federal Courts 
28 Leo, another time when the company was pleading that it needed a finance company to 
campete with General Motors. 


‘tfter anti-trust and restraint of trade indictments against General Motors, Ford and 
-Arysier and their finance company subsidiaries and affiliates in 1938, the competitors of 
Mans Shel signed consent decrees to forego such ties if GM were similarly divested. GM, 
w.ch resisted, was convicted, but never was required to give up its finance company. ) 

xe or.ae use of the automobile factory finance company stands clearly as the core of 
*“r2"s conzern about GM and GWAC in its statements to the U.S. District Court in 1946. 

A.S prime use iss 

Waria.zing factory sales and profits to the disadvantage of competitors. 

AS Ford explained to the federal courts 
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*Respondent feels that it could offer through a finance company which it owned and con- 
trolled a plan of financing better adapted to the sale of its products, and it feels 
that its inability to do this in the past has resulted in the loss of sales evidenced 
by the decrease in the percentage of cars sold by this respondent to all cars sold by 
all manufacturers...Respondent is, therefore, confronted with the necessity of taking 


some steps to overcome this competitive disadvantage.” 


Fors"s statements show its competitive disadvantage as centering in two major areas: 


1. “Sales appeal” of the captive finance company’s plan, 
“better agapted to the sale of its products.” 


2. "Serious handicap...in the market for new dealers” 
because of special financial concessions by the captive company. 


Ford elaborated on these points to the court as follows, citing GM's exclusive advantages 
through its finance company: 


Sales Appeal 


°(1) Respondent cannct effer to the dealers a plan financing which it considers more 


satisfactory from the point of view of sales appeal and particularly from the point 
of view of selling respondents own products. 


“The financing of the retail sales of automobiles is an integral part of the sale, 
one of the factors which the customer takes into consideration in determining what 
kind of a car he is going to buy. If, for example he is in doubt as to whether to 
buy one of respondent's care or the car of a competitor of respondent, he may be 


persuaded to buy the car of the competitor because he likes the financing plan offered 
by the Jealer in that car better than he likes that offered by respondent s dealers. 


“If General Motors Corporation feels that the plans offered by existing finance compa- 
nies do not have sufficient sales appeal or are not particularly adapted to promote 
the sale of General Motors Products, then General Motors Corporation through General 
Mctors Acceptance Corporation can offer, advertise, and recommend to the dealers and 
the public a plan which supplies the sales appeal considered lacking in the plans of- 
fered by other finance companies. Respondent is not able to do this. 


"Its dealers have to choose between the plans that are offered by existing fimance 


Companies. These finance companies finance al} makes of cars and their plans are not 
articularly adapted to the sale of respondent s product Respondent feels that it 
cculd offer through a finance company which it owned and controlled a plan of financing 
better adapted to the sale of its products. 


®and it feels that its inability to do this in the past has resulted in the loss of 


sales evidenced by the decrease in the percentage of cars sold by this respondent to 


al. cars sold by al] automobile manufacturers. 


Recurring through the above points is an emphasis on factory sales and profits. Notably 
atsent are expressed concern about finance rates to the retail buyer. Implicit in the 
s7ecsal sales appeal is possible relaxation of standards to permit unsound credit texas. 





Fers’s discussion of financing as it affects the competition for dealers included this ex- 
Blanation to the federal courts 


Competition for Dealers 


(2) In order for an automobile manufacturer to sell cars, it is necessary for him 


to have a large number of dealers. The competition between automobile companies to 
obtain dealers is always energetic and aggressive. 
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“The company which is able to offer to its dealers special] financial assistance is 
often in a better position to obtain dealers than one which is not able to offer this 


assistance. 


“General Motors Corporation through General Motors Acceptance Corporation is ina po- 


sition to extend to dealers working capital loans which are more generous and timely 
than similar loans made available by other finance companies and banks. 


“This respondent because it does not have such a finance company is not in a position 
to do this. 


“Nor is it in a position to absorb the entire cost of floor planning new cars and trucks 
for its dealers while General Motors Corporation through General Motors Acceptance for- 
poration can do so. 


“This constitutes a serious handicap to this respondent in the market for new dealers.° 


Testimony at the 1959 Senate hearings affords amplification of the exclusive advantages 
which the GM-GMAC combination holds over competing manufacturers, dealers and finance agen- 
cies. An independent finance company ex@cutive gave this explanations 


Five Dealer Incomes 


“The GM dealer receives five incomes controlled by GM and its subsidiaries, an exclu- 
sive General Motors privilege. They are (1) the markup on the new car, (2) the normal 
reserve for losses on time sales set up on the books of GMAC, (3) the overage or pact 
charged to time buyers when the charges reach or approach the maximum set by law, and 
such overage is then credited to or paid to the dealer by GMAC, (4) the commission paic 
auto dealers on insurance included and paid for in the time sale contract, (5) the if 
come, so long as the dealer remains a GM dealer, from the repairs and parts replace- 
ments under losses under such policies. 


“Under the GM mobility of subsidy plan, all these incomes are under Gi contro] and 
passed on to the dealer from GM or its subsidiaries. With an understanding of this, 
it becomes clear why GMAC with all its freak advantages of leverages, low money costs, 
and practically no acquisition cost, permit high charges to the public. 


“The maximum rates simply generate the overages or packs paid by the time buyers. 
GMAC then becomes the source of this pocket of income for the dealers. This along 
with the other four pocketbooks enables GM to control and hold the GM dealers fros 
going to other manufacturers. It practically eliminates dealer turnover from Gi to 
other manufacturers and attracts the best dealers from the other manufacturers.°* 


Besides being tied to a single source for all five sources of income, the dealer is further 
kept under the factory’s control by the delayed nature of two of the five sources. The sa- 
me witness exolained (page 305): 


“The dealer has two immediate incomes -- the markup on the car and the commission o 
the insurance -- and two delayed incomes -- the profitable reserve on the books and if 
the possession of GMAC, and the profits he will make on repairing cars undex insurance 
losses on policies he has written with the GMAC insurance subsidiary. 


"It doesn't take any great imagination to see that such a dealer would hesitate to 
switch franchises to a Ford or Chrysler product, or back in the days of Kaiser- 
Frazier, to their franchise. 


“This dealer would have to trust a finance company belonging to an unfriendly sanu- 

facturer to collect his accounts well] in order that no unusual losses would occur 50 

that the direct profits from the reserves would come to him in that amount that he 
* Auto Financing Legislation, 1959 Senate Hearings, pp. 303, 304 
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expected in the beginning. This dealer knows that the delayed income on the repairs to 
cars under losses on the insurance policies would certainly not go to him but instead to 
the dealer who succeeded him in the General Motors franchise.” 


If Gl and GMAC were divorced and other auto manufacturers likewise forbidden to own finance 
companies, the factory would control only one of the dealer's “five pocketbooks of income" 
“othe sale of the car--proponents of such action point out. 


This would put all manufacturers, present and future, on the same footing. 


M dealers could continue to get the four other pockets of income from an independent GMAC, 
without any factory pressures from this source on inventory loading. 


Dealers of other makes could use the same services. And all dealers could use the services 


of other independent finance companies and other institutions, according to their free 
choice. 
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THE TRUTH ABOUT FINANCING RATES 


Whether General Motors through GMAC provides its customers with low financing costs and 
whether Ford is pressing to match this performance (as Ford's spokesman testified in 1959) 
should be evaluated in the light of actual practice of these manufacturers and their cap- 
tive finance companies in the marketplace. 


In contrast to certain statements which Ford made to the Senate in 1959, this quote fron 
Ford's supplemental statement after hearings testimony des¢ribes the essence of sales 
finance transactions: 


“In a typical sales financing transaction a dealer negotiates with the customer an In- 
stallment contract for the sale of an automobile. The contract includes a finance 
rate negotiated within a framework of such factors as competition, state regulation, 
and credit standing. A finance company then purchases the contract from the dealer 
at a discount rate." 


This is a true statement and exposes the simplicity of the conduct of business between the 
sales finance company and the automobile dealer. Finance companies simply buy contracts 
at a discount. That discount is generally set up on a discount sheet and varies by ne, 
late-model used cars and old-model used cars. 


A specimen discount plan of GWAC in effect in Houston in 1958, is set out in Table IY-22. 


The discount charged by GMAC is set up in Column 3 under the heading "GMAC Discount.° The 
varying rates that may be charged the time buyer are listed in Column 2. The differene 
between the two is paid or credited to the dealer's account by GMAC. The column headed, 
“Retention Recourse” is the normal reserve for losses. The emount in excess of the normal 
reserve set up in the column to the extreme right headed, "Total Dealer Reserve, including 
Recourse Retention” includes what is known in the industry as a "pack." 


Obviously the GMAC discount plan, with its variable retail rates, conteaplates that the 
dealer will not charge a uniformly low rate, or the lowest possible rate, to all his tise 
buyers. 

Despite its supposed concern about low retail rates, Ford follows the same variable rate 
principle that is evident in the GMAC plan. Specimen Ford Motor Credit Company finance 
rates, in effect in Chicago and Dallas in 1960, are set out in Table II-23. 

GMAC Defines Finance Pack 

In 1938 GMAC very simply defines a “pack” in its brief before the Federal Trade Comsissim. 
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Que defined any amount above its discount plus retained reserve as a “pack”, as explained 
in these wordss 


"By reference to this chart he (the dealer) is able to determine the amount of the 
finance charge or differential he is to add to the basic price in making up the total 
time price of the contract he expects to sell. The chart amount and the differential 
contained in the total time price will correspond if. the dealer conducts his instal- 
gent sales on the basis of adding only such differential into the time price to the 
buyer as equals the amount which the chart indicates GWAC, in paying the dealer for the 
contract, will deduct from the deferred balance payable under the instalment contract 
es (the buyer having made a down payment to the dealer or received a used car trade allow- 
- ance). In this case, the net result to the dealer is the same as though he had sold 

the car in a cash sale, since the down payment received and the amount of GMAC's 

peyjent for the contract equal the cash delivered price of the car. 


"On the other hand, if when he expects to sell the contract the dealer ‘packs’ the 


[ loa 


eo finance charge or differential used in the computation of his time price by making it 
ie greater than the amount indicated in the chart, the net result, if the finance company 


buys the contract at the indicated discount under those circumstances, is that the 

dealer will receive more than the cash price because he will have charged the buyer 

a greater time price differential than the GMAC discount cost the dealer."* 
The GAC and Ford Motor Credit rate charts shown herein provide for the very “pack” defined 
by GUC. No matter how high a rate the dealer negotiates with the consumer--in strug9ling 
toseke a net profit on the total transaction -- the discount rate which the finance company 


charges the dealer remains constant. 


It is significant to compare the 50 cents per $100 differential which Ford told the Senate 
exists between GEAC rates and independents’ rates on new cars to the maximum reserve of 
$2.65 per $100 on new cars provided in the GMAC rate chart herein. 


It is also noteworthy, as brought out in the Senate hearings, that Ford, which had spoken 
of its need for low competitive finance rates, selected Indianapolis as one of the first 
cities for its now finance company operations -- a locality where "GMAC offers rates up to 
$7.50 a hundred" and there are “bank rates as low as $4.50." 


Factory Company Introduced Reserve 


Significantly, it was a factory finance company, GMAC, that introduced the principle of 
dealer participation in the finance charge, which has led to distortions of finance rates 
to make up to the dealer for part of the profit he should make on the sale of the car. It 
was the seemingly innocent “reserve” that brought about the “pack.® 


A GUC representative flatly admitted to an NRA official that the reserve (which GMAC in- 
troduced in 1925) came into the competitive picture before the bonus (Which independents 

vsed as a counter-weapon).** The true nature of the reserve is explained by Russell Hardy 
former special assistant to the Attorney General of the United States, writing in the In- 


Giana Law Journal (Spring 1955)s 


“GM and GMAC gave the dealer participation the Cuphemistic label of ‘repossession loss 
| reserve’, on the pretense it served solely to compensate the dealers for losses on de- 

faulted finance notes. In 1933 Alfred P. Sloan, Jr., then president of General Motors 
| candidly stated that any ‘appreciable excess’ over actual repossession losses was ‘un- 
fair to other finance companies’." 


Size of GUC Reserve Payments 


Hew appreciable the excess over losses has become was indicated by Charles G. Stradella, 
TE 
* United States of America, Before Federal Trade Comaission, Docket No. 300] Brief of 


Counsel for Respondents 6,7. 
* Minutes of meeting held’ in’ the office of NRA Division Administrator Leighton H. Peeb- 


we Room 3309, Department of Commerce Office Building, Washington, D.C.,10:30 A.M.,Octo- 
8, 1934. ; 
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TABLE II = 22 
SPECIMEN GMAC_DISCOUNT PLAN FOR DFALERS 


(Effective in Houston, Texas, 1956) 


Instruction sheet— Revised discount plan, April 15, 1958, yearly percentages 





Present GMAC 


GMAC| Add | Reten- 


dis- 


Non- tion Total dealers reserve, 




















Classification charts (percent) count |recourse] Re- including recourse 
37-1 30-1 | course retention 
2-30 
1. New passenger and new | 5.85, 6.00, 6.25, 6.50, 4.85 0. 30 1.00 | Recourse 1.00 to 2.65 
commercial cars (i-ton 6.73, 7.00, 7.25, and Nonrecourse 0.70 to 2.35 
capacity or less). 7,50. 
New commercial cars | 6.50, 6.75, 7.00, 7.25, 5.45 30 1.00 | Recourse 1.05 to 7.05 
(over I-ton capacity). and 7.50. Nonrecourse 0 73 to 1.75 
3. One-year-old passenger | 8.00, 8.25, 8.50, 8.75, § 35 sn 2.00 | Recourse 2 65 to 4.15 
cars. 9.00, 9.25, 9.50. Nonrecourse 1.85 to 3.38 
4. Late model used passen- | 8.00, 8.25, 8.50, 8.75, 5S 85 80 200 | Recourse 2.15 to 3.68 
ger and commercial cars 9.00, 9.25, 9.50. Nonrecourse }.35 to 2.85 
(2 and 3 model years pre- 
vious to current series). 
$8. Older model used passen- 
ger and commercial (over 
3 years previous to cur- 
rent series) 
$1000 and up.............]..-.-... eC Ta Pet eee mer] RRMEOSeneriet| Kana ee 
900 to 999... ee 9.50, 10.9. ......0.... 6. 50 . 90 3.90 | Recourse 3.00 to 4.00 
800 to 890... 10.25, 11.25. ..... 7. 25 mh) 3.00 | Nonrecourse 2.10 to 3.10 
700 to 790.02 ee 12 25, 13.25. ...2...0... 0 25 118 3. 00 
600 to 699. ......020 02000. 13.00, 14.00... x 10. 00 1. 25 | 3. 00 
500 to S08... le. 14.00, 1§8.00.. 0 _....... 1t. 00 1 w 3.00 
40 to 499.0 ee 14.50, 1580 ....... 0... 11. 50 1.35 3 00 
WOO to 3990... eee. 15.25, 16.28. ..........- 12. 25 1. 40 3.00 | Recourse 3.00 to 4.00 
209 and below... ......... 16.00, 17.00............ 13. 00 1.530 3.00 | Nonrecourse 1.50 to 3. 
6. Farmer plan 
CWrs cet cba teen teeta 9.75, 10.75....... .....] § 7.85 1.3; '1.90 
Late model. _..........-.. 13.25, 14.28............] '@38 1.30] '3.0 
Older model....-.......- 21.25, 22.25. ......--..] ' 16. 5S Woe 16.70 
‘True. 
(In percent) 
Ac- 
count 
6-31 
hold- 
QM AC disvount rate back Suggested minimum custosper rate 
or 
reten 
tion 
7. Diversified financing: 
Diversified financing new products: 9.00 on 1.00 | 10.00 on balances up tu $300 graduated te 
balances to up $3UU graduated to 4.50 at a 5. at a balance of $8,000 up. 
balance of $$%,0UU and up. 
Used products: 11.80. ...2..0 0.022 cee eee eee 200 | 13.80. 





Sources GMAC Instruction Sheets, reproduced in Auto Financing 
Legislation, Hearings before the Antitrust and Monopoly Subcom-~ 
mittee, Committee on the Judiciary, U. S. Senate, t6th Cong., Ist 
sess. (Government Printing Cftice, Washington, D.C., 1959), p. 26. 
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presicent of GMAC, at a Senate hearing in 1956.# He reported that GMAC paid its dealers 
$5,951 1m reserves for each new car actually repossessed in 1952, and these amounts in other 
yearss 1950, $4,662; 1951, $4,318; 1953, $3,499; 1954, $2,026, 1955, $2,521. 


Explaining theese figures, Stradella said that “the average dealer would be able to take that 
much of a loss before he was in the red.” He observed furthers 


*Since the average amount initially advanced on new-car contracts is currently only 

“$1,878, the figures in the table show that the dealer's participation in the finance 
cherge has been considerably more than sufficient to absorb losses taken on the resale 
of new-car repossessions during the past six years." 


It is not justifiable to assume that these figures represent an unfair net profit for the 
Cealer, because dealers have had a struggle, often a losing one, to make a profit on their 
overall operations. 


These figures provide evidence that a substantial part of the trueprice of an automobile is 
sumergec in the finance charge - because of practices initiated and perpetuated by the larg- 
es¢ factory in particular. 


Factories hold responsibility also for the packing of finance charges, above the standard 
reserves, which has distorted consumer rates even more. 


Factory Loading of Dealers 


At manufacturers moved into a period of expansion and over-production in the late 1920's, 
they adopted a sales policy of loading dealers with new cars. Dealers, in order to dispose 
of thelr heavy inventories, granted excessive trade-in allowances on used cars, on which 
they suffered great losses. Then to offset these losses, they increased the finance charge 
paia by the automobile buyer to include a larger participation for themselves. 


As competition in the depression became more acute, such practices in financing “threatened 
In some localities to undermine the stability of the sales finance business...The pack, 
@erced with the finance charge and invisible to the car purchaser, was collected by the 
finance company, but the dealer retained it immediately as part of his payment for the paper 
by the finance company.°## 


The National Bureau of Economic Research study of 1940 observes that "in 1936-1938, accord- 
ing to the samples collected by the Federal Trade Commission, the packs allowed by factory- 
dreferred companies took, on the whole, a larger fraction of total charges than did those 
allowed by the other companies."##s 


Furthermore, this whole procedure was (and is) sometimes reinforced by certain special 
dealers who pre-plam to pack finance charges with the intention of advertising large trade- 
ins on used cars to promote the sale of new models. These special dealers are appointed by 
factories in strategic locations for the promotion and sale of their productsg and their 
tectics force the majority of ethical dealers to follow the same practices in order to stay 
competitive. 


© Autoaobile Marketing Practices, Hearings, Subcomaittee of the Committee on Interstate 


anc Foreign Commerce, U. S. Senate, (84th Congress, 2nd Session, pt. 1, Government Printing 
Afice, Rashington, D.C.), Pp. 614. 


°° David F, Cavers, “The Consumer's Stake in the Finance Company Code Controversy”, Law 
a*c_ contemporary Problems, (School of Law, Duke University), April 1935, p.204, 


eo Wilbur C. Plummer and Ralph A. Young, Sales Finance Com 
ites (Metional Bureau of Economic Research, New York, 1940 


anies and Their Credit Prac- 
PP. 282. 
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TABILE II-23 
FORD MOTOR CREDIT COPANY FINANCE RATE_QHARTS 
(Consumer rates, Chicago and Dallas, in effect 1960) 
CHICAGO 
CHART FINANCE 
NUMBER RATE USAGE OF CHART 
L 364599 4.5% New Cars 
L 36559 5.0 New Cars 
L 365559 3.9 New Cars 
L 36689 6.0 New Cars 
L 366589 6.5 New Cars 
L 36759 7.0 New Cars 
L 367589 7.9 Used Current and 1 year 
L 3859 8.0 Used Current and 1 year 
L 308559 8.5 Used Current and 1 year 
L 30989 9.0 Used 2 and 3 year 
L 309559 9.5 Used 2 and 3 year 
L 301059 10.0 Used 2 and 3 year 
L 2410559 10.5 Used 2 and 3 year 
L 241159 11.0 Used 2 and 3 year 
L 2411559 11.5 Used 4 yaar and older 
L 241289 12.0 Used 4 year and older 
L 2412859 12.5 Used 4 year and older 
L 241359 13.0 Used 4 year and older 
L 2413559 13.5 Used 4 year and older 
L 241459 14.0 Used 4 year and older 
DALLAS 
L 36360 5.0 New Cars 
L 36660 6.0 New Cars 
L 366560 6.5 New Cars 
L 36760 7.0 New Cars 
L 367560 7.9 New Cars 
L 36860 8.0 New Cars 
L 36860 8.0 Used Current and ] year 
L 308560 8.5 Used Current and 1 year 
L 309460 9.0 Used Current and 1 year 
L 309560 9.5 Used Current and 1 year 
L 301060 10.0 Used 2 and 3 year 
L 241260 12.0 Used 4 year and older 
L 2413560 13.5 Used 4 year and older 


Sources Ford Motor Credit Co. charts for dealer use. 


Notes The rates above epply to the principal balance inclusive of a credit 
life insurance premium (39 cents per $100.). The chart number is dissected as 
follows, using L 366560 as an examples L indicates that a credit life insurance 
premium is recited in another colum, an addition to the finance charge. The 
first two digits, 36, indicate maximum term length of 36 months; the next two 
digits, 65, indicate that the finance charge is 6.5% add-on per $100 per ennums 
the last two digits, 60, indicate the year, 1960. 
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Fectory-Picked °Stimulators® 


Te help enforce their quota demands, major factories appoint key dealers in strategic loca- 
tions to set the competitive pace for other dealers. So established has the practice be- 
come that the vocabulary of the trade has this special name for factory-picked pace setters: 
*Sisulaters.® 


The ainority of stimulators, with their seemingly generous “deals,” force the majority of 
ether dealers to follow suit to varying degrees, and to depend unduly on financing income, 
ez to suffer in sales results both from their own standpoint and in rating by the factory. 


An instance of the factory-appointed “stimulator” was told by the president of the National 


Wwtomobile Dealers Association in a speech at the 1957 convention of the American Finance 
Conferences 


“Recently in an eastern metropolitan market, a very successful dealer representing one 
of the volume lines decided to sell. He found an excellent buyer, but his (factory) 
zone office said, °No'. ....They brought around a sharp stimulator and said, ‘Here's 
your buyer’. That settled that. 


“But in this case, not quite. Before the sale could be completed, the finance company 
discovered the proposed purchaser had nearly $150,000 out of trust anc closed him up... 
It provoked a few chuckles among the substantial dealers, but...there is nothing humo- 
rous abewt a finance company’s losing more than $100,000. 


“Unfortunately, this story does not have a happy ending. The zone did not relent and 
give its approval to the desirable applicant. Instead it located another fast opera- 
tor who had money and turned the dealer over to hia. 


“The new dealer is now selling cars through misleading advertising and shady sales 
aethods and is destroying the fine reputation formerly enjoyed by that dealership. 


“Just so long as our manufacturers continue to appoint dealers of this sort, just so 
long will it be impossible to rebuild our industry as we must. We hope this will soon 
be a thing of the past.” 


In July, 1960, before the Automative Trade Association Managers another prominent dealer 
sade this comment, as reported in "Automotive News"s "The quicker we can get rid of the 
stiaulateg-type of dealers the factories have put in, the quicker we will get back to qua- 
lity advertising.® 


It can be argued plausibly that if the trade-in or discount roughly balances any higher-than- 
average finance charge, and the dealer does not profit excessively, it does not really mat- 
ter to the customer how the total sale price is broken down. Even when such a balance has 
been struck, however, the customer who later takes another look at his deal is not likely 

te see the balance but simply an overcharge for his credit. 


In such a trading climate, moreover, it also happens that a fair profit balance for the 
@ealer from sales to all customers does not necessarily mean a fair balance for each indi- 
vidual customer. Sometimes one customer's over-charge on financing makes up for, not some 
other part of his own deal, but for a slim profit on someone else's deal. 

fwch is the climate fostered and aggravated by the merchandising practices of the factories. 


aa Finance Rates gre not Low for Its Kind of Service 


For the task which it performs, General Motors Acceptance Corporation is a relatively high- 
rate company. 


O the basis of its financial pyramiding alone, GMAC should be able to charge 2.08% less 
then a large independent on a simple-interest basis (as explained at pages 8 and 9 herein. ) 
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This advantage is convertible to a difference in dealer discount charge of about $1 per 
$100 whereas the actual difference which Ford's spokesman alleged is only 5O cents per $100. 


On top of this difference between GMAC’s situation and independents’ are other exclusive 
GMAC advantages which should bring down its rates even more than $1 under those of other 
large companies. 


Principal among these additional advantages are GMAC operating policies which 1) channel 
to it the “cream” of the dealer's finance contracts and which 2) require the dealer, under 
recourse arrangements, to assume responsibility -- and therefore some cost -- for collecta- 
bility. 


GMAC_ Statements of Policy 


GMAC is its own best witness with respect to its policy of securing the so-called “cream” 
contracts. As early as 1934, George Berkhart, GMAC vice president, speaking for his compa- 
ny at a meeting with NRA Code authorities, said, “I admit we have the cream of the business, 
and we are going to hold on to it".*# 


The board of directors of General Motors requires GMAC to set up its finance plans so as to 
induce its dealer to guarantee the time sales contract. 


On this subject Mr. Berkhart said "...no recourse...is incompatible with our policies and 
General Motors'..."## 


The above represents the character of General Motors" policies in 1934. In 1959 in a filed 
statement before the Senate Committee it had this to say -- (at page 443): 


"In the best interest of the economy, GMAC believes that it is desirable for the dealer to 


be responsible on a time sale transaction to a degree sufficient to assure that he exercise 


his judgment, along with that of GMAC, as to the credit of the borrower, the collectability 
of the account and the terms of the sale. To the degree that the dealer takes such limited 


responsibility, GMAC believes that he is entitled to receive a sufficient portion of the fi- 
nance charge to protect him against the risks assumed and to reimburse hia for his added 
costse Some dealers prefer to establish a ceiling on their maximum liability for losses on 
repossessions rather than to have an unlimited commitment. They may do so by separate 


agreement with GMAC, but their interest in the collectability is still maintained. GMA be- 
lieves that this approach makes for better credits at lower costs." (Underscoring supplied. ) 
The dealer, knowing that a substantial part of his contracts must go to GMAC, will naturally 


select the cream contracts for sale to GMAC with his guarantee and sell the marginal contracts 
to other finance companies without recourse. 


GMAC*s policies of pre-empting “cream business” and requiring dealer recourse reduce its 
service burden -- and consequently reduces its operating costs as compared with companies 
that must provide a full service. 

Some impact of this advantage can be inferred in this striking discrepancys 

In 1959-60, there were 2,504 independent sales finance companies to serve a total of 20,602 
non-General Motors new-car dealers, or a ratio of 1 office to 8 dealers. In contrast, GA 
had 272 offices to serve 14,427 dealers, or a ratio of 1 to 33. 


Ford's testimony before the Senate in 1959 took some, though not adequate, cognizance of the 





* Minutes of Meeting held in the Office of Division Administrator Leighton H. Peebles, in 
Room No. 3309, Department of Commerce Building, Washington, D. C., 10330 A.M., October 8th, 


1934. 
##afternoon meeting on the same day with Code Authorities. 
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sifference in GMAC's operations (at page 199 of the hearings report)s 


“They are in part due to the way GMAC operates, in the sense that it has fewer offices, 
larger offices, and it doesn*®t take quite as much highly marginal, high-rate business 
as some of the other companies.® 


\t another point the Ford witness conceded that some General Motors dealers "may think they 
yet better service” from an independent. 


MAS Discount Rate Does Not Cover All Costs 


Thos from Ford's and GMAC's statements it is demonstrated that GMAC, for the rate of dis- 
tcunt charged the dealer, does not perform all the functions nor assume all the responsibi- 
sities in connection with the time sale of an automobile. 


WK brackets the dealer's responsibility, "hig added costs", and the finance reserve. 
This reference discloses that the dealer performs a part of the service and that a reserve 


for the dealer is added to the GMAC net rate to arrive at the total rate charged to the 
time buyer. 


If the dealer chooses to reduce or eliminate the “added costs" referred to by GMAC and pass 
some oy all of the “added cost” to an independent finance company which assumes the re- 
sponsibility for “exercising credit judgment” and for “the collectability of the account", 
then such dealer may conceivably in the “interest of his economy” pay 50 cents per $100 
ditional discount for the added service performed. 


“he dealer, it should be kept in mind, is a well-informed businessman. In a free market, 
he negotiates the amount ef discount in a setting where several finance companies are coa- 
beting to purchase his contracts and offer their varying services. 


Thelesale rates 





Ford dealers using independent finance company wholesale financing were at a disadvantage 
of at least 1/2% as against GMAC rates for GM dealers, Ford's spckesman told the Senate 
in 1999. 


At page 530 of the hearings, the company cited a survey on this subject among 80 dealers. 
oe costs were listed as followss 4 dealers at 4%; 60 at 4-1/2%; 10 at 5%; 2 at 5- 
B, 4 at 6%. 


che prime rate of money at the time was 4%. When a finance company qualifies for the prime 
rate (not all do qualify) and obtains a line of credit, it is required to leave a minimum 
cf 15% compensating balance in the bank and be out of debt at least 60 days out of the year. 


uch restrictions have the effect of increasing the nominal prime rate of 4%, to an effective 
Tate of 5X, 


Of the 80 dealers mentioned, 74 were borrowing at or below the effective rate paid by the 
prime companies of the country. Sixty-four dealers of the 80 were borrowing at from 1/2% 
to 1% below the effective rates; only 6 at from 1/2% to 1% above. 


ford Motor Company itself could not have borrowed money from banks as cheaply. Only a 6ub- 
‘idized factory-owned finance company could give a better rate than those illustrated, and 
subsidies have to be paid by some customers, sometime, somewhere. 


ford stated that GMAC furnishes this wholesale at a 1/2% loss than the lowest rate provided 
it the Ford group, or in other words, 30% below the effective prime rate given only to the 
Bajor corporations of the United States. 


Ina statement filed in the same hearings, Genera] Motors stated, that “GMAC's rates which 
‘Te applicable to short term financing of dealer stocks are set on the basis of its short 
‘em @oney costs. GMAC finds wholesale financing at its rates a good and profitable busi- 
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ness." Could this possibly be true? 


A chart filed by GM shows GMAC’s money cost for 1957 was 3.85%. For this same year its ope- 
rating expense and provision for losses equalled $2.84 for each $100 of borrowed money and 
common capital and surplus. Most of its funds are borrowed, therefore, each $100 of these 
funds results ins 


Interest $3.85 


Operating Expense and 
Provisions for Losses 2.84 


Total Annual Cost per $100* $6.69 


Comparing the $6.69, which is the absolute cost without profit of each $100 that GU fur- 
nishes, with the rate that GMAC charges dealers stated by Ford to be somewhere between 

3-1/2% and 4% does not support General Motors’ statement that the wholesale is profitable 
to GMA. 


GA, Not GMAC, Profits on Wholesale 


It_is profitable to Genera] Motors in putting the competitive squeeze on the dealers of ot- 
her automobile manufacturers, but certainly not to GMA. 


This is the sort of consideration which Ford must have had in mind when it told the U.S. 
District Court in 19463 


“Nor is it (Ford) in a position to absorb the entire cost of floor planning of new 
cars and trucks for its dealers, while General Motors Corporatior. through General 
Motors Acceptance Corporation can do so. This constitutes a serious handicap to 
this respondent in the market for new dealers.” 


Subsidized factory wholesale rates, besides making it easier to load the dealer with excessi- 
ve inventory, also provide an exclusive advantage in helping to sustain a make of car, and 
its dealers, when it encounters sales resistance. 


Such a make, When it can draw upon the strength of a factory finance company which is cont!- 
nuing to get retail financing business through the company’s other lines, can survive compe 
titive storms that would bring disaster to dealers and a manufacturer without such subsicy. 


It is axiomatic that all finance companies supply wholesale financing below cost as af ad- 
junct to the retail financing service. But independents cannot eatch the subsidy of s fac- 
tory. They are able to provide low wholesale rates only when they receive sufficient volu- 
me of retail time contracts to pay for the special wholesale rate. 


When dealers for slow-moving lines do not generate enough retail paper, they must ebtein 
their wholesale credit at higher rates of interest. This cost, coupled with the factor of 
cars remaining unsold for a longer time, makes it impossible in many cases for the deslers 
to continue the franchise. In such cases, they cannot pass on the higher costs to the cs- 
tomer and still compete with General Motors and other dealers whose cars are selling fastes- 


The task of the independent finance company is different from that of the captive compary 
particulariy one owned by a large manufacturer. The independent finance company finances 
the wholesale and retial of the rest of the auto industry -- a cross-section that includes 
slow selling cars in a greater proportion. Cars that sell slowly when new, sell slowly 
when liquidated as repossessions, and result in higher losses to the independent finance 
companies. 

# It might be argued that wholesale operating costs are not as great as the average. But 
GMAC says the business is profitable. Using the 1957 mix of capital and borrowed soney ané 
money cost, making no allowance whatsoever for operating expense, GMAC would still have te 
have charged 5.95% on its wholesale to realize the profit earned in 1957. 
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The independent’s task is different from that of GMAC, so all the cost factors are diffe- 
rent. The loss on subsidized wholesale is greater, the loss ratio on repossessions is 
greater, the cost of servicing marginal accounts is greater so the rate of discount to the 
dealer aust be greater than the rate charged by GMAC. 


The task and burden of the independent was increaed when the banks entered the auto finance 
business and concentrated on “creaming off” much of the better risks while avoiding a pro- 
portionate share of the same dealer's wholesale volume. 


If it were not for this artificial wholesale financing market intensified by General Motors, 
and new engaged in by Ford, more normal interest rates would prevail in the inventory of 
sutomobi les. 


In a free market General Motors’ dmalers would be paying the same rate as others. Other 
dealers could also afford to inventory cars, pay the competitive interest rate, and be able 
to pass the cost on competitively in the market, which they cannot do presently. 


Gt's subsidized wholesale rates obviously stultify competition. It should be kept in mind 
that Ford needs a finance company only because General Motors has a finance company. Among 
the other manufacturers, those who need a finance company the most are the least able to 
obtain one. Unfair competition can be overcome only by prohibiting the continuance of well- 
entrenched privilege. 


7 
7. 
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FACTORY FINANCE COMPANIES ARE INCOMPATIBLE 
_ WITH TRULY COMPETITIVE AUTOMOBILE INDUSTRY 


The potency of General Motors captive finance company in holding a monopoly power over its 
dealers and the automobile industry is clearly visible in a summation which Ford presented 
to the U.S. Supreme Court in 1946. 


The basic situation which Ford described then is much the same as now -- except that Gi now 
has enjoyed more years of exclusive privilege, with enly one other company able to share it 
in part, and the number of manufacturers has narrowed to five. 


What Ford Told Supreme Court 
Here is what Ford to!d the Supreme Courts 


“These three companies manufactured about ninety percent of all cars sold and the ca 
petition of each of them with the others was aggressive. 


“The influence of the manufacturer on the financing arrangements of its dealers was a0 
important weapon in this competitive battle. 


“about sixty percent of all retail sales were financed. A larger percentage of ahcle- 
sale sales were financed. 


"The finance charges became a part of the cost to the purchaser. The lower the charces 
and the more lenient the terms of repayment, the greater was the market for cars. 


“The more reasonable the collection practices of the finance company chosen by the dea- 
ler, the greater was the good will of the manufacturer, under whose trademark the dea- 
ler was given a franchise to operate. 


“The more liberal the wholesale financing of the dealer organization, the larger were 
the dealers’ operations. 


“The experience of the manufacturers had been that, in the absence of their influence 
in these financing arrangements, independent institutions, motivated by desire for pro- 
fit from and safety in their investments rather than by desire to increase car sales 
and manufacturers’ profit, would not by competition between themselves achieve the se- 
me results." 


The subordination of retail and wholesale practices to factory sales and profits is both 
expressed and implied in the above statements by Ford. It corresponds with the following 
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ctservation in a Daac Corfidential Report of 1925: “It aust be obvious that the carert cor- 
poretion can harcly fustify investment of its capital in a corporation desiared orimarily as 
acompeticive Jiscewnting or financing agency, fundamentally designed as an incependent aid 
t0 Sistridution and sales.”® 


Aithough mot spelled out, the basis of the only effective remedy for equalizing competition 
mong auto manufacturers, for the benefit of the oublic, is contained in Fora’s same state- 
ment cf Loeb: 


“Because of this situation the changes (divorcement) contemplated by the Government had 
to be iaposed on ail three manufacturers to substantially tne same extent anc at nearly 


the same tise. 


“Otherwise, ary benefit that might inure to the public from the changes would be nulli- 


fies the initervy that ight result tc theauci:c from the disturbance of the egqusaliz 
of ic ect.tiuve cconsg.ticns as Setmeen the manufacturers. 






















°7his wouls have been siacle had ali three sanufacturers consented to a decree, but a 
prcodlem arose wher Sereral Motcrs (manufacturing 47 percent of all cars sola} refused 
to comsert to a decree while Chrysler and Ford (Manufacturing 24 percent and 19 per- 
cent respectively) were willing to do so.” 





Fora poirted out the disturbance of competition and public injury that weuld result if 
cnarges tn factory-financing relationsnips did not apply to an equal extent to all and did 
“Tt tame place at the same time. Fora’s entry into the financing field does nct make <on- 
pev.ticn less urequal for these whe canrct follow. And Gu's ard S-r3's pesiticn stands as 
a Oerrier to any possibility cf new manufacturers enter:nz he ous.7ess. 


seorge Romney, president of American Motors Corp., which has proved to be a hardy competi- 
tor in an industry dominates by giants, said publicly in 1958s 


*The maintenance of a minimum number of passenger-car companies for adequate competi- 
tion will require new births in the industry. Unless the present course is changed, 
the ultimate result could be that but a single company would remain.” 


Civorcement of factory finance companies will prevent stagnation in the automobile manufac- 
“ur.ng business, a certain result if the giant manufacturers own their own finance and in- 
surance subsidiaries, and creed out smaller manufacturers. 


Extension of factory financing can force independent finance companies out of business, and 
they would mot be available to handle the financing of the sales of a resurgent automobile 
@erufacturer or new manufacturers. 


The power to administer auto and finance prices in the past would be small compared to what 
further concentration would afford. The possibility of lengthening out the terms of payment 
Tecner than competing on products and the bola kind of pyramiding that GMAC has pursued, 
®ouls present serious threats of inflation through the tools of consumer credit. 


or the other hand, GHA can operate as an independent. This possibility is recognized by 

BAC in a 196] prospectus for debentures, in which it observes that the 1961 bills proposing 
Sivercement, “lize the earlier ones, would not prevent the company from continuing to opera- 
te, Bt would, if enacted, provide that General Motors Corporation may not own the company.” 


An incependent GMAC would add financial support to the other automobile manufacturers. The 
serera, Motors’ dealers financed by GMAC would be more willing prospective dealers of other 
aarufacturers because they could take GMAC service with them in the move. The market for 
Fo2S Sealers would be unfrozen and be available to all manufacturers on a free competitive 
Desist. 


Tree, the competition of GMAC, then turned on in full and in the whole automobile market, 
204.0 De strenuous for the hundreds of independent finance companies. Yet it is this choice 
of aii manufacturers being forced to organize a finance subsidiary. The divorcement of GMaC 
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and insurance affiliates would in time bring the sales finance industry into balance. GU, 
then on its own, would have to adjust down to a normal and safe policy with respect to its 
pyramiding. Others perhaps would be permitted higher borrowing ratios on their merits. 


Rates would be truly competitive, for GMAC would not be afraid to use the full power of any 
legitimate leverage because of the consequences of manufacturing monopoly. 


Automobile manufacturers would be confined to the manufacturing business, their basic busi- 
ness. Sales finance companies without exception would function as sales finance companies. 
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II. FACTORY-FINANCING 
SUBSIDIES - THEIR 
MOBILITY AND IMPACT 


Outline and Summarys FACTORY-FINANCING SUBSIDIES - THEIR MOBILITY AND IMPACT 


A Senate Inquiry into the Sources 
of General Motors’ Dominant Power 
*Tantalizing Implications’ 


Page No. 


Economics of manufacturing, marketing and financing are 
all one under GM's dominance of the auto industry. 
This leads to control of markets for various products 
and services. Contro] exercised by subsidizing one 
at expense of another -- shifting subsidies. — 1 


laportant information developed by Senate Antitrust and 
Monopoly Sub-committees GM basic price formula is 
target profit of 20% after taxs factory divisions 


can wait 10-15 years for profit. 2 
QUOTATIONS FROM SENATE ANTITRUST AND MONOPOLY REPORT OF 1958 


FOLLOM. 


Gi had 50% of market in 1958. Has strongest, largest dealer 
organization. 


Gi sets nation’s auto prices. GM 20% profit for standard 
volume. Actually averaged 25%, 1948-57. 3 


THE SOURCES OF GENERAL MOTORS DOMINANCE 4 


Efficiency 


Gi has more than 7 times the assets needed to start auto 
ear facturing. 


Gl size, dominance due mostly to factors other than plant 
efficiency. ° 


Innovations 5 


all) producers have done more than their share of 
innovations. 6 


a’s Conglomerate Operations 


Gl is @ore conglomerate than competitors--engaged in 
industries other than those involved in producing 
its principal products. 6 


Not a1] Gi divisions sold ‘on their own merits.® Small 
truck division return 1946-57 offset by high profits 


elsewhere in GM. 7 
PRICE COMPETITION 8 


Ferd, biggest producer in 1920, cut prices 
substantially. 8 


Ferd price boost on 1957 models 2.9% Two weeks 
later GM announced 6.1% hike. Ford fell in 
line one week later on prices, dealer discounts. 
Cnrysler followed suit. 9-10 
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32 


Example cited as proof GM sets auto prices 


COSTS, DEMAND AND PRICE POLICY 


Senate Antitrust Subcommittee compares and contrasts 
pricing ef GM and utilities. 


GM profit formula explained. 


GM realized profit is a residual only to extent actual 
costs, sales differ from forecast levels used to 
establish prices. It is predetermined net return. 
Differs from competitive market. 


GM standard volume is 80% of rated capacity, or 180 days 
production annually. Unit costs figured on basis of 
standard volume. 


GM manager's ultimate responsibility is divisional 
profits. 


1955 net earnings after interest and income taxes would 
recoup entire GM net plant investment in two years. 
This record equaled or bettered in 12 of preceding 
20 years. Amerjcan Institute of Management calls 
GM rate of return "phenomenal." 


END OF QUOTATIONS FROM SENATE REPORT 


+t & 


Subsidy -- The Missing Piece 
of the Puzzle 


Key facts from Senate report will be supplemented herein 
with additional facts not brought out by the Senate 
in its search to answers What accounts for GM power 
and strength? 


Three key facts from the Senate reports 
1. GM has monopolistic power to set auto industry 
prices. 
2. GM has strong, by far largest, dealer organization. 
3. GM has power of subsidy latent in obscurely reporter 
operations. 


GMAC's Capital Subsidy from GM. 


GM factory divisions -- plus meeting or exceeding their 


own 20% net return target -- carry profit, tax load for 
at_least half of GMAC net worth. Customers of factory 


divisions pay this subsidy. 
GMAC Privilege from Institutional Lenders. 


Indenture agreement between GMAC, life insurance companies 
and other institutional lenders gives GMAC exclusive 
privilege of being substantially undercapitalized, be- 
cause it is owned by GM. GMAC capital investment is 
half or less of that required for conventional sales 
finance company. 
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In 1955 GMAC common net worth was 4.85% of total assets, 
or borrowing ratio of nearly 21 to 1. Assets at risk 
were 96.6% of total assets, or risk-asset ratio of 20 
tc 1. When national banks risk assets reach 6 or 7 to 
1 of net worth. Comptroller of Currency asks them to 
increase net worth. 


CAPLTAL COSTs MOST EXPENSIVE INGREDIENT. 


capital dollars more expensive than borrowed dollars, 
since owners take greater risk. Also, capital dollar 
subject to tax while interest on borrowed dollar is 
tax deductible. Capital dollar costs more than doubled 
since 52% federal income tax passed. Every GM net income 
dollar calls for more than one dollar to be collected for 
income tax. 


BAC capital cost is $41.67/$100 of capital -- target 
profit of $20/$100 and tax of $21.67/$100. Borrow- 
ing cost 1s $3.22/$1003 operating cost is $2.96/$100. 
Ga, GWAC capital dollar is 13 times more costly than 
borrowed dollar. Operating, interest costs for GMAC 
about equal in per-unit weight. 


capital cost reduction by any type of subsidy is most 
effective way to competitive advantage through re- 
ducing finance charges. 


How Capital Subsidy Works. 


Rather than cutting its return from GMAC, GM has used 
more subtle form of capital subsidy -- withholding 
capital in GM that should be in GWAC. This means 
GWAC needs collect only half the total capital-cost 
dollars that it would otherwise. Since income tax 
is half of capital cost, this withheld capital subsidy 
gives GMAC competitive advantage equal to tax-free 
profits. 


Examples using both 1955, 1959 figures show that the 
profit-and-tax which the capital withheld by GM 
had to earn in GM factory divisions equaled 1% of 
factory civilian sales. This would be $40 added 
to price of $4,000 car for the benefit of the 
GAAC capital subsidy. 


Gi Capital Subsidy Amounted to 2% of GMAC Average 
Outstandings. 


QuUc, AND G&*s MARKETING STRATEGY. 


Gi dees not pass this subsidy along to time buyers, but 
used it in marketing strategy. This and other sub- 
sidies converted Into GM-GMAC subsidies to dealers, 
representing different pockets of income, all exclu- 


sively controlled by GM and jts finance and insurance 


subsidiaries. 


Subsidies applied at retail sale level to influence 
trade-in, finance costs, later insurance settle- 
ments. At dealer relations level, in competition 
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between GM and other manufacturers for dealers, GM 
can subsidize wholesale rates on new cers, can give 
delayed income for repair and replacement of parts 
under insurance coverages, and can give insurance 
commissions wherever legal. All GM controlled by 
GM subsidiaries. 


Independents cannot meet this due to not controlling 
any dealer franchises. GM, and partly Ford, are 
only manufacturers who have any tools other than 
franchise. 


GM_ Subsidies Serve GM. 


GM subsidies serve GM, not dealers or auto buyers. Used 
to help factory sell factory-determined volume of 
cars at guaranteed profit. GM dealer subsidies enable 
GM to hold largest number of dealers, most effective 
ones. Even so, dealer profit modest compare with 
factory. Auto buyer get only half of subsidy in 
financing charge, still pays total price which 
guarantees GM fixed profit. 


Subsidy of Interest Cost. 


Capital dollars most expensive, but borrowed dollars most 
numerous. GM also subsidizes interest costs, 4 ways: 

1. Lower nominal interest rates than independents 
can obtain. 

2. Lower effective interest rates on bank borrow- 
ings due to lower compensating balances re- 
quired. 

3e Greater ratio of low-interest commercial paper. 

4. Less interest-bearing funds for payments to the 
factory. 


Subsidy of Operating Cost. 


GM has gigantic subsidy of final remaining cost-- 
operating. GM power over franchised dealers 
guarantees GMAC large volume of business. GMAC 
operating expense is primarily to administer 
business, rather than to acquire, hold it. 


Insurance Subsidies. 


GM, GMAC insurance subsidiaries have °abnormally low 
operating costs® due to using GM, GMAC personnel; 
GM dealers as substitute for agents. Result is 
subsidized insurance, spectacular profits. This 
pits subsidized, captive-market competition against 
independent insurance companies and agents, inde- 
pendent garages, independent manufacturers and 
merchandisers of auto parts, accessories. 


BSIDY VS. SURVIVAL 


While no one may fully comprehend all workings of 
subsidies, dealers of all manufacturers are aware 
of everyday workings. Result is that effective 
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dealers go over to Gi on a one-way street. No 
manufacturer can thrive or survive without strong 
dealerships. 34 


Only G4 of all auto manufacturers has well-entrenched 


finance, insurance subsidiaries. Ford, Chrysler 

once had captive finance companies. Ford now setting 

up new finance and insurance subsidiaries, following 

G4 pattern. 34-35 


If sales financing becomes factory adjunct, independent 
finance companies, banks will be forced out. Factory 
sales policies, quotas will replace soundness of 
credit as basic controle If captive finance company 
becomes requirement for auto manufacturing, result 


will be fewer manufacturers, increasingly narrower 


choice for consumer as to financing, insurance, 
kind and price of autos. 
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A_Senate Inquiry into 
the Sources Of General Motors’® Dominant Powers “Tantalizing Implications” 


The economics of manufacturing, marketing and financing processes are all interrelated so 
completely that they are one indivisible whole--as General Motors Corporation has developed 
them in its dominance over the auto industry. 


Integration of these processes through the use of corporate subsidiaries and divisions of- 
fers opportunities for the control of sales outlets and the markets for the basic products, 
as well as accessories, replacement parts and even related services. This control is ef- 

fectively exercised by subsidizing one process at the expense of another, and maneuvering 

the subsidies forth and back strategically and tactically, depending on current needs and 

advantages. 


The 1958 Report of the Senate Subcommittee on Antitrust and Monopoly® in its study of ad- 
ministered prices in the automobile industry, revealed the committee's success in obtaining 
important information disclosed by top GM officials with respect to their long established 
price policy formulas A basic part of all prices is a target of 20%-after-tax profit on ret 
worth. 


The Report also disclosed the Subcomnittee’s lack of success in obtaining separate opera- 
ting and financial information on the several divisions of General Motors in the senato:'s 
search for interrelated subsidies. 


The GM officials refused to reveal divisional facts for the most part, but sufficient In- 
formation was disclosed to show conclusively that GM can wait over a 10-to-15 year span for 
the financial fruition of a division, while less strong and patient competitors may be eli- 
minated. 


Excerpts from the report unfold the explanation, as follows (headlines and footnote nuabers 
from the reports all underscoring ours): 


“ INTRODUCTION" 

tHHHt 

“Over a long-term period there have occured fundamental changes in the automobile in- 
dustry’s structure, principal among which have been (a) a persistent and continuing 
decline in the number of enterprises and (b) a long-term increase in the relative is- 
portance of the leading producers. The rise in the position of General Motors has 
been particularly striking. From 20 percent of the new-car registration in 1925, ce- 
neral Motors" share rose to 45 percent in 1957 and to 50 percent in the first quarters 
of 1958. General Motors has derived its strength from a number of sources. It has 
long been regarded as an efficient, well-organized company. It has been active in 
putting on the market a number of important technological innovations, such es the 


Hydra-Matic drive. It has a strong dealer organization which is by far the lareest 19 
the country. It has ready access to sources of capital and credit. But General Wotets 
derives its strength from _a number of other and less well-recognized sources. [0 2 


much greater extent than any of its competitors, it operates in a variety of injus‘t.% 
other than automobiles, such as railroad locomotives, household appliances, buses, ear* 


moving equipment and others. The defense contracts which it has received heave, by the! 
very nature, been an important source of strength. The manner in which trade-in valves 
on used cars are determined may also have contributed to General Motors’ growth. 





“Regardless of the causes, however, the paramount structual characteristic of the autt- 
mobile industry since the late 1920's has been the increasing dominance of General te- 
torse..” 

+e & 


* Administered Prices Automcbiles, Report Together With Individual Views of the Subcomal<i” 
on Antitrust and Monopoly of the Committee on the Judiciary, Senate “Study of Aasinisterec 
Prices in the Automobile Industry,” (85th Cong., 2nd sess., Government Printing Office, 
Washington, D. C., Nov 1, 1958). 
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“Because of its increasingly dominant position, the level of automobile prices has 
come to be largely determined by the pricing methods and policies of General Motors. 
In setting its prices, General Motors seeks to attain a target goal of 20 percent rate 


of return om net worth after taxes at a predetermined level of production, or standard 
volume. The amount of profit per car, needed to yield the desired rate of return at 
the standard volume is incorporated as a cost in arriving at the price level. When ac- 


tual production exceeds standard volume, as has been true during most of the postwar 


pericd, the actual rate cof return exceeds the target. As compared to its target of 20 


percent, General Motors’ actual rate of return after taxes on net worth, during the 
period 1948-57 averaged 25 percent. 





THE SOURCES CF GENERAL MOTORS" DOMINANCE® 
eS gp ee ee ey 


Tificiency® 


“General Motors enjoys an enviable reputation both within and without the automotive 
industry as an efficient firm...” 


*There is one aspect to this question of efficiency, however, which is open to scrutiny. 
To what extent can General Motors’ position of dominance be traced back to the require- 
gents of obtaining optimum plant efficiency? By the term ‘plant’ is meant ° a related 
complex of facilities for manufacturing components normally “integrated” by the assemb- 
ler and then assembling them.” 21 Principal among these components are engines 1nd bo- 
Gies. The question is, How large must such a plant complex be in order to obtain all, 
or at least virtually all, of the possible economics of production™ 


*..itr. Romney (American Motors Corporation) steteds 


*...It is possible to be one of the best without being the biggest.° 

*...ay point is that when you get up to 180,000 to 200,000 cars a year, the cost re- 
duction flattens out, from a manufacturing cost standpoint, and from 300,000 to 400,000 
on up it is a negligible thing.’ 


*...The owtput during the 1957 model year of each of General Motors’ automotive divi- 
sions is as followss 


Number of Care Produced, Model Year 1957 
Buick 405, 000 Oldsmobile 364, 
Cadillec 147,000 Pontiac 334, 
Chevrolet 1,553,000 


am @ 


“But while these (Bain and Romney) estimates, supported as they ere by the ectual show- 
ings of the Pontiec, Buick, and Oldsmobile divisions, do not in any way disprove the 
Widely held impression that General Motors is en efficient producer, they do suggest 
that a comparable degree of efficiency in production can be attained by an enterprise 
well below the size of General Motors. 


"An indication of how much below, expressed in financial terms, was provided to the 
subcommittee by Mr. Romney at the request of the chairman. These estimates are based 
on current reproduction costs for building, machinery, equipment, and standard tools 
end dies, plus organizationel expenses and estimated first-year losses. Mr. Romney 
chcse to submit his estimates in terms of an enterprise producing 250,000 automobiles 
@ year. His estimate of the total capital requirements for a new company with this 
production breaking into the market for the first time is $576 million...” 


Ceara: #n* @ 


"Zl. Joe S. Bain, Barriers to New Competition, Harvard University Press, 1956, p.244.” 
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*,.eIn this respect, the figure submitted by American Motors tend to corroborate, in 
general, the conclusions of Professor Bain. 


“How does this total capital entrance requirement of $576 million compare with the 
total assets of General Motors today? At the end of 1957 General Motors’ total assets 
were $6.8 billion. If it is assumed that the ratio of General Motors’ automotive to 
non-automotive operations is the same in assets as it is in costs (65:35), the assets 
of General Motors which are applicable to automobile production would be $4.5 billion. 
This is more than seven times Mr. Romney’s estimate of capital entrance requirenents. 


Actually, the discrepancy is even greater since an exact comparison would involve con- 
trasting General Motors, not with a new entrant, but with another existing company. 


For an existing company already operating, capital requirements would naturally be 
much lower than the American Motors estimate. The organizational expenses, including 
advertising expensos and losses prior to the second year of operations, could be eliai- 
nated, bringing the total down to $463 million. Furthermore, a substantial portion of 
the buildings and machjnory would already be in hand and would be partially written off 
agatnst depreciation. Nonetheless, even aside from this consideration, the diffe- 
rence between the capital requirements for a new entrant and General Motors assets 
engaged in automotive production is so great as to leave little doubt but that the 
greater part of General Motors’ size and dominance is due to factors other than the 
technological requirements necessary to secure optimus plant efficience.° 


After making the above analysis of efficiency, the report of Senate Antitrust and Monopoly 
Subcommittee continues with other important considerations in its attempt to discover ree- 
sons for General Motors’ unusual strength and dominance. 


Further excerpts from the Report follow (again, with our underscoring): 


"Ipnovations" 


"along with the necessity for efficiency, the principal economic rationale for large 
corporate size is the belief that society is now dependent upon large enterprise for 
technological progress..." 


"It should be evident from the above that General Motors’ advantage over Ford and 
Chrysler in creating innovations must be regarded as virtually nonexistent. There re- 
mains the further question of contributions by companies outside the Big Three. Do- 
nald A. Moore states that ‘the small producers have done more than a proportionate 
sharo of pioneering.’ In so doing, he continues, ‘they seem to perform an japortant 
function in the market, displaying a competitive vigor born of necessity.’° Upon 
request of the chairman, the American Motors Co. submitted to the subcommittee a list 
of innovations originating with the emaller automobile companies.® 32 


et & 


"General Motors’ Conglomerate Operations” 





"30 Reflecting these considerations the total assets of American Motors Corp. at the end 
of its fiscal year on December 30, 1953, were $233 million. Moreover, a ainor portio 
of these assets are devoted to the production and marketing of refrigerators (Kelvins- 
tor) and other appliances.” 

"51. The Structure of American Industry, edited by Walter Adams, Macmillan & Co., N.Y., 

19355, pe 309. 


"52. Letter from American Motors Co., dated March 4, 1958, reprinted in the Hearings, 
Appendix, Pe 3612.° 
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eee 
“During the subcommittee’s hearings, inquiries were made as to whether profits made 


by a General Motors’ division in a sheltered market were used to subsidize losses in- 
curred in more competitive areas. Senator Kefauver suggested that, “as against your 
competitor in the automobile industry, ‘ General Motors--with its more diversified 
operations--was favorably situated to take such steps. Mr. Curtice appeared to deny 
this when he replied: 


"I think all of our products sell on their own merits, and as indicated by the 
earlier chart you had on the automotive industry, we have a full-sized job to 
maintain the current level of our participation in the market. 66' 


"Later this question was raised again by counsel for the subcommittees 


‘mr. Dixon. Mr. Curtice, between the years 1946 and to date, has General 
Motors operated ny of its automotive divisions at &@ loss?’ 

‘mr. Curtice. No, sir.‘ 

"mr. Dixon. Any division, any one of its automotive divisions?® 

‘mr. Curtice. Not to my knowledge.‘ 

‘mr. Dixon. Have you operated any nonautomotive divisions at a loss?’ 

‘mr. Curtice. Two.° 

‘mr. Dixon. What were those?’ 

‘mr. Curtice. I do not wish to disclose, for competitive reasons.’ 

‘Mr. Dixon. Will you examine your books and records and furnish this committee 
with the year and the name?’ 07 

tr. Curtice refused to comply with this request on the ground that it was ‘con- 
fidential information's and reiterated his company's earlier refusal to supply 
any ‘breakdown of the divisional operations on a separate basis.' 


“Subsequent to the hearings, General Motors filed a statement with the subcoa- 
mittee on this subject...” 


eae 


"The statements also contained other information which ie far from cleer but suggest 
evasive and rather tantalizing implications. The notion of confidentiality is carried 


90 far thet it is not made clear whether the references are to automotive or nonauto- 
motive divisions.” 


of 


“The point of significance here is that all of General Motore’ products did not sell 
"on their own merits.’ These intermittant losses aay not have appeared of importance 
to the company precisely because of its size and the extent of its diversification. 
Were @ emalier company, with ell of its sales confined to a single industry, faced with 
losses of this magnitude, it might well spell the difference between survivel and col- 
lapse. General Motors can look with equanimity upon divisional losses for a year or 
two; the emall independent, with limited financial resources, is face to face with 
bankruptcy." 


(From @ statement filed by Gé:) 
* *..0It may be noted in connection with the foregoing, that for the aggregate period 
of 12 years, 1946 through 1957, every General Motors division operated at a profit.72'" 


eas 


*0. Reezings, Pe 210.° 
"67 Ibid., p. 2399." 


° 72 Hearings, appendix, p. 3914." 
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“The point is, however, that the truck division in question did incur a loss and after 
the ‘accounting writeoff* made only a ‘small profit* which migth not have been suffi- 
cient for a company engaged only in truck production to remain in business. The 
‘small’ return from this truck division was obviously offset by high profits else- 
where in the company. 


“The statement stresses the fact that ‘for the aggregate period of 12 years’ fros 
1949 through 1957, ‘every General Motors divisions operated at a profit.* But the 


question iss: What profit did each division make each year? The smaller single-lire 
company competing with General Motors in any one of its industries must be concerned 


with what has happened to its profits in the last quarter, the last 6 months, cre 
last year. It is the exceptional small enterpreneur who need concern himself only 


with his return in terms of an aggregate for a 12-year period.” 


After examining General Motors’ multiple-based financial might, the Senate subcommittee 
produced significant evidence of GM dominant power in setting the price levels for the 
auto industry. Following are excerpts on this subject from the subcommittee reports 


"PRICE COMPETITION® 
et 


"A Study in Contrasts: Ford in 1920 and 1957" 


“The change that has occurred in the pricing practices of the automobile industry is 
epitomized in two events involving the Ford company. One occurred in 1920, the otner 
in 1957. 


"In 1920 Ford was the largest unit in the industry, accounting for nearly half of the 
total automobile business. Along with the sagging economy of thet year came a marred 
decline in automobile sales. Henry Ford's reaction is graphically portrayed by hevins 
& Hill in their authorized history of the Ford Motor Companys 


*(Ford) called a conference of high Ford Mctor Co. officials (Edsel, Kanzler, Sorenson, 
Knudsen, Ryan, William H. Smith among them), informed them of his intention, and bace 
them plan reductions. They worked out a set of figures. Ford glanced at these, and 
announced abruptly that the cuts were too small. 


‘They tried to argue with him, and he got mad. He pulled out a piece of paper with 
penciled prices on it and said “There, gentlemen, are your prices.” The men were aston- 
ished. They told him the company would go broke on those prices. He asked for the 
paper back and reduced 2 cars $5 more. 


‘The first leader in the industry to act, Ford startled the Nation and his competitors 
on September 21 by the size of the cuts, some of which weres 


"Unit Old Price New Price Amount of cut 

Chassis $525 $360 $165 

Runabout 550 395 155 

Touring car 975 440 135 

Coupe 850 745 105 

Sedan 975 795 180 1°* 
one 


“The second event--indicating the radical character of the change that has taken place 
--occurred on 1957 models. 


"On September 29, 1956, Ford announced its suggested pricelist for its 1957 acdels. 
For some time previous there had been rumors in the industry that prices would be in- 
creased 5 to 7 percent, the announced purpose being to help maintain ‘a competitive 
pricing position for higher cost producers such as Chrysler, American Motors, aad 





"1 Allen Nevins & Frank Ernest Hill, Fords Expansion 2nd Challenge, 1915-23, Charles Sezit 
ner's Sons, 1957, pp. 152-54, reproduced hearings, pp. 2756-2757." 
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Studebaker-Packard. ‘2 


"Ford, however, announced an average price increase of only 2.9 percent, ranging from 
$1 to $104 on its new models. A Ford representative described the Bere rises as "no 
acre than our actual cost for materials and labor have gone up.‘ 


"an igmediate protest arose within the industry and industry spokesmen prophesied that 
the price increases for other members would be higher than Ford's average of 2.9 per- 
cent. At the time the Chevrolet general manager affirmed that General Motors‘ prices 
wivid De higher but said ‘not a single person in GM knows how much, including Mr. Cur- 
tice. 


"Iwo weeks later, on or about October 13, 1956, General Motors announced its prices on 
its new Chevrolet models. No announcements were made on any of General Motors’ other 
aodels. The Chevrolet prices followed earlier predictions in reflecting an average 
increase of 6.1 percent over 1956 models, with actual prices ranging from $50 to $166 
higher. Small increases were announced for hardtops in the anticipation ‘that the 
volune of those models will be increased greatly during the coming year.’ 


*The General Motors announcement was received with evident pleasure by the industry. 
According to one trade report, the news was welcomed-- 


*By other car makers who, nearing their own pricing deadline, had to account 
for heavy investment in manufacturing and tooling changes but at the same 
time were concerned lest they overprice their competitor.6'" 


“Ford waited 1 week and then revised its prices upward. In addition, it reduced its 
dealer discounts--the margin on which the dealer operates--from 25 percent to 24 per- 
cent, ‘making it the same as Chevrolet's. 7°" 


"With the pricing picture now clarified, Chrysler felt free to announce its new prices. 
This was done the following week, on October 30, for all four of its makes. Somewhat 
belatedly, beginning on November 6, General Motors made a seriatim announcement of 
prices on Oldsmobile, Buick, Pontiac, and Cadillac cars." 


oe @ 


"The subcommittee was quite interested in this particular pricing phenomenon. Refe- 
rence was first made to it in the hearings by Walter Reuther, president of the United 
Automobile Workers, who characterized it as the ‘double shift in Ford prices.’ He 
stated bluntly: 


"Now Ford was supposed to have established their prices based upon their cost 
figures. But what happened? As soon as Genera] Motors announced higher prices 
Ford revised their prices upward in line with GM. This is the first time in the 
history of a free enterprise economy where a company raised the price of their 
products in order to be competitive. 


"They raised their prices to be competitive--why? Because prices in the automo- 


bile indust are set General Motors. 
eed 
“2 Business Week, September 29, 1956." 
"3 Ibid.® 
"4 Ibid.® 
*S Wall Street Journal, October 15, 1956." 
"6 Ward’s Automotive Reports, November 5, 1956." 
*? Ibid., October 22, 1956." 
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"Ford had to get their line out early so they had to have a price tag on it 
when they sent them to the dealers, and so as soon as General Motors made wp 
their minds what the price would be that yeas, Ford very quickly got into line. 
Now, that is an administered price system...°'" 


os & 


“Senator Kefauver remarked that, at the time of the Original] crice announcements, 2 
Ford spokesman had stated that the new prices covered ‘actual costs for material and 
labor." He addeds 


‘Even though you were satisfied that you would make a goed profit, you imedia- 
tely raised yours. Why? Why not keep your competitive position?’ 


“Mre Yntema replied that Ford officials were ‘not satisfied, as a matter of fact.’ He 
explaineds 


*I mean this is the kind of thing that happens in a competitive situation. It 
is like a boxing game where you try to quess what your opponent is going to do. 
You cannot tell, but this is part of the whole assorted picture. 


*We made a very bad guess as to what our opponent would do. We knew we should 
price higher if we were going to maintain anything like the profit margin lixe 
we had and which was not enough to..' 


“Senator Kefauver. If you had kept your prices lower, might not Chevrolet and 
other cars have come down to meet yours? 


“Mr. Yntema. Conceivably it would have happened. I do not know if it would 
have happened. 


“Senator Kefauver. If you had kept yours lower, would you not have gotten acre 
sales, more business? 


“Mr. Yntena. Probably some more. I do not know how much. This is a question 
of all of the factors in the situation end you take into account, and I have 
told you the story just as it happened. 


“Senator Kefauver remarked that he still did not understand why Ford's prices were 
changed ‘to become almost identical with theirs.’ Mr. Yntema replieds 


‘In view of all the circumstances we thought thet we had made the wrong deci- 
sion earlier, and there were some of us who thought so originally. I must say 
that the views of some of us were quite different from the actions taken and 
that later prevailed.° 


"Thus. it would appear that, just as personalities and relative industrial positions 


change in the course of the life of a corporation, so, elso, the least conforming asy 
in time become the most receptive to the established mores of the trade...” 


ea @ 


“and just as Mr. Humphrey, of National Steel, peid high tribute to U.S. Steel es the 
price leader, in the subcommittee's earlier hearings, 18, So did Mre Yntema in spesk- 
ing of General Motors: 


"8 Hearings, p.2214, Mr. Reuther presented a table showing Fords’ 2nd Chevrolet's 19% 
prices, Ford's first price on its 1957 models, the Chevrolet prices, and Ford's final 
prices. This table, p.2405 of hearings, provides data additional to that shown in the 
text of this report.® 


“18 Hearings on Administered Prices, Steel, pt.3, July 1957, p.870". 
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"By virtue of consistently excellent performance over a long period of years 
General Motors has won a high rating of its net asset value. Its management 

has been able to achieve unusual efficiences in scale of operations, in dealer 
Organizetions, in product improvements, in production methods, and in other pha- 
ses of its operations. As we know only too well, General Motors does not get 
its profits by excessive prices, but by low costs.19'= 


eo 2 & 


Having found that General Motors did not have to consider competition of the marketplace in 
setiing its prices, the Senate Antitrust and Monopoly Subcommittee identified the real bases 
of B's aaministered price formula--a target profit rate of 20% net on investment, and a 
standard volume concept. These basic factors are explained in these excerpts from the sub- 
Comittee reports 


“STS, DEMAND AND PRICE POLICY” 
$49 


*Seneral Mctors’ "Target® Profit Rate” 


“The method employed by General Motors for setting its automobile prices is basically 
that of a public utilitye Unit costs are projected on the basis of forecast volume by 


an elaborate statistical procedures these become the instrument for the fixing of pri- 
ces. Brt a distinction should be noted. The public utility is a regulated monopoly; 
its cost formulaticns and pricing practices are subject to governmental supervision for 


the protection of the public. General Motcrs possesses much of the economic power of a 
public utility, but it is free from governmental oversight. The utility is limited in 


its pricing policy to the recovery of its costs and a fair return on its capital. Ge- 
neza] Motors is free to secure the maximum attainable return. 


"AN acceptable theory of pricing must be to gain over a protracted period of 
time a margin of profit which represents the highest attainable return commen- 
surate with cepital turnover and the enjoyment of wholesome expansion, with ade- 
quate regard to the economic consequence: of fluctuating volume. Thus the pro- 
fit margin, translated into its salient characteristic rate Of return on capi- 
tal employed, is the logical yardstick by which to gage the price of a commodi- 
ty with regard to collateral circumstances affecting supply and demand.1° 


“The statement above was made in 1924 by Mr. Donaldson Brown, General Motors’ vice pre- 
sident in cherge of finance. I[t is the basic concept which underlies the entire system 
of price formulation developed by Mr. Brown and Mr. Albert Bradley in the early 1920's. 
More than three decades of highly successful operation in ‘erms of this concept have 
served to convince General Motors management of its validity. As Mr. Bradley infor- 
med the subcommittee in 1955, ‘The principles we established at that time still govern.2' 


"The rate of return, after allowing for income taxes, which General Motors seeks over 
the years through its pricing formula has been variously stated by company officials 

to be ‘15 percent’ or °20 percent’. The discrepansies that exist in published state- 
@ents on this point apoear to reflect only differences in the bases upon which the re- 
turn is calculated. The base most generally used by General Motors is ‘capital employ- 
@d in the business.’ Mr. Bradley assured the subcommittee in 1955 that ‘capital em- 
Pployed® is synonymous with net worth.3 In 1958, on the other hend, Mr. Curtice im- 


plied that there is a difference” 


ee 


°.% Hearings, p.2745 


1 Joneaidson Brown, Pricing Policy in Relation to Financial Control, Management & 
& Administration, vol. 7, No. 2, February 1924, p. 197." 


°2 Hearings 1955, pt. 7, p. 3583.° 


*3 Ibid., p. 3586.° 
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"Senator Kefauver. Do you mind telling us anything about (your objective)? 
“Mr. Curtice. That would be in the area of 15 percent. 

"Senator Kefauver. 15 percent on what? 

“Mr. Curtice. After taxes, return on the capital. 

"Senator Xefauver. 15 percent after taxes on your net worth? 

"ir. CSurtice. wun the capital employed in the business.4 


“In the early Donaldson Brown articles, referred to above, ‘capital employed" is a much 
broader concept than net worth, embracing items which include most of the company's as- 
sets. The rate of return on manufacturing investment, which Mr. Brown used to derive 
the profit component of price, was based upon gross working capital (cash, receivables 
and inventories) and net fixed assets (real estate, plant, and equipment ).> The total 
of these items (including short-term Government securities with cash) reported by Ge- 
neral Motors at the end of 1957 amounted to $6.1 billion, compared to a net worth of 
$4.9 billion. If the investments in unconsolidated subsidiaries and miscellaneous in- 
vestments, the income from which is included in the company's consolidated reports, 

are added to the previous figure, an asset base of $6.6 billion in 1957 appears. 


"It is clear that a level of profit sufficient to yield an annual return of 15 percent 
on an asset base such as that shown above will provide a return closely approximating 
20 percent on net worth. This suggest that General Motors arrives at its prices by add- 
ing to total costs a margin sufficient to cover estimated income taxes and leave a 15 
percent net return on capital employed, in the expectation that this will yield in the 


neighborhood of 20 percent a year, on the average, on net worth. 


"Regardless of the base upon which the rate of return is computed, General Motors’ net 
income can hardly be considered a residual from sales which remains after costs and 
taxes have been met, as would be the base in a competitive market. A margin designed 


to provide a predetermined net return on capital is embodied in the prices at which 
the company sells its products. Mr. Bradley was questioned about this in 19553 


“Mr. Burns. Does not the rate of return on investment enter into the delibera- 
tions on sricing with respect to all of the products of the corporation? 
Mr. Bradley. That is trues all of the principal products; yes. 


In short, realized profit is a residual only to the extent that actual costs and sales 
d 


iffer from the forecast levels used to establish prices. 
"The Standard Volume Conccat® 


ite 
“The standard volume suggested by Donaldson Brown some 35 years ago, and that used to- 


day by General Motors, is 80 percent of rated plant capacity. Mr. Bradley provided an 
explicit formulation of the concept in the 1955 hearings; 


*"We endeavor in planning for capacity to--we take the number of days there are 
in the year, and then take out the Sundays and holidays, and then we take out 
the minimum number of days...to turn around--I mean to bring out new models. 


*From that, we find there are 225, taking out all the Sundays, holidays, and Sa- 
turdays, and 15 full days, or 30 half days, for turning around, giving 225 days 
which we would like to run the plants year in and year out. 


"4 Hearings, p.2924." 


"5 The subcommittee files contain copy of address by R.C. Mark, Comptroller, General Motors, 
entitled ‘Internal Financial Reporting of GM." No date is givensthe examples used indicate the 
talk was presented in late 1952. As one example, Mr. Mark showed the rate of return reported 


of a 


hypothetical manufacturing division (chart No.7). The investment base upon which the 


profit rate was computed was that described by Brown in 1924--gross working capital and net 
fixed assets.” 


"6 Hearings, 1955, pt. 7, p.3607% 


AUTO FINANCING LEGISLATION 303 


"Sut we don't use 225, we use 80 percent of that as a standard volume, because 
ours is a business that you might call cyclical...So, to allow for that cyclical 
factor and other conditions beyond our control, we take 80 percent of that 225 
days...S0 that gives us 180 days. And that, multiplied by our daily capacity, 
gives us a standard volume, which we work up by divisions, and which we hope 


to average. 8° * 
eas 


“The subcommittee was interested in the precise manner by which General Motors arri- 
ves at its prices. Mr. Curtice explained that "They are established by a very small 
group of us within the General Motors Corp.‘--a price policy committee composed of 
hiaself, Mr. Frederic G. Donner, Executive Vice President and chairman of the finan- 
cial policy committee, Mr. L. C. Goad, executive vice president in charge of automo- 
tive and parts divisions, and Mr. George Russell, vice president in charge of the 
financial staff." 


at 


*...As Mr. Curtice explained to the subcommittees 


‘How do we make use of the standard volume concept. First, labor and material 
costs that are directly applicable to each unit produced are calculated on the 
basis of current wage rates and material prices. Indirect or overhead costs 
are then determined on a cost per unit basis by distributing them over the de- 
termined standard volume. Fixed unit costs so measured are not affected by 
short-term fluctuations in volume..-This method of estimating unit costs on the 
basis of standard volume gives us a benchmark against which to evaluate our 
cost-price relationships. 19° 


“Having arrived at standard costs for an automobile in this manner, it is only neces- 
sary to add a margin over factory cost which will return the desired level of profit 
at standard volume in order to get what may be called a standard price for the automo- 
bile. This provides Mr. Cyrtice’s benchmark to which the actual price and cost may 

be compared. 


"The general manager of each automotive division prepares a tentative schedule of pri- 
ces for each car or truck in his line. This is done in the light of his knowledge of 
his divisional costs, productivity, projected volume and the return which the corpora- 
tion expects on the capital for which he is responsible.!1 The suggested prices may 
vary from the standard prices on each model because of market conditions, the desira- 
bility of pricing certain models to compete with comparable models of other producers, 
and so forth, but the manager must always bear in mind his ultimate responsibility for 
divisional profits. As Mr. Curtice said in 1955, “He is there to earn a fair return on 
the investment that represents his franchise. 12 


* * # 
"The American Institute of Management had this to say about General Motors’ operating 


profit (net sales less cost of sales, selling and administrative expense and deprecia- 
tion)s 





"8 Hearings, 1955, ot.7, 9.3584." 

"9 Hearings, pps 2515-2516° 

"ls Hearings, ppe 2519-2520" 

“11 See Hearings, 1955, pt.7, pp. 3605-3609" 


"12 Hearings, 1955, pt. 7, 3608" 3 
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"The astonishing fact emerges...that, from 1949 through 1955, the average rate 
of operating profit in proportion to total assets employed, including debt, has 
exceeded 40 percent per annum. The operating profit on net stock and surplus, 
defined to include minority interest and special reserves, has exceeded 55 per- 
cent per annum in the average of these years. It has averaged 140 percent of 
the average net plant account in these same years! This is optimum utilization 
of capital and equipment in the fullest sense of the phrase. 


"The institute pointed out that at the 1955 rate of profit, Generel Motors’ net earn- 
ings (after interest and income taxes) were sufficient to recoup the company's entire 
net plant investment in 2 years. This was not simply the result of an exceptionally 
high rate of activity in 1955: ‘It is, in fact, a continuing characteristic of the 
enterprise, being equaled or bettered in 12 of the preceding 20 years.’ With re- 
spect to General Motors’ performance over the years, the American Institute of Manage- 
ment could only marvel that ‘the rate of return is phenomenal.‘® 


"16 American Institute of Management, The Corporate Director, July 1956, p95.” 


"17 Ibide, pe 3.° 
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Subsidy -- The Missing Piece of the Puzzle 


Certain key facts gleaned from the Senate report should be kept in focus while we examine 
sme additional facts not disclosed in the report -- facts which can give highly signifi- 
cant answers to the one important unanswered question posed by the subcommittees 


Since neither optimum plant size nor innovation nor low pricing accounts for GM's power 
wm strength, what does account for it? : 


The facts from the Senate report to keep in mind ares 


(1) Ga has the monopolistic er to set administered prices for the auto industry. 
Its prices are based on OR net profit return on net worth after taxes (41.67. 
before taxes), and recovery of costs at 80% of rated capacity (only 180 days of 
production). 


(2) Gihas a strong, and by far the largest, dealer organization. 


(3) Gi has a power of subsidy latent in the obscurely reported operations of its di- 
vigions. As the report observed: 


“General Motors can look with equanimity upon divisional losses for a year or two; the 
small independent, with limited financial resources, is face to face with bankruptcy... 
It is the exceptional small entrepreneur who need concern himself only with his return 
in terms of an aggregate for a 12-year period.” 


As will be seen, this competitive situation encompasses not only manufacturing divisions but 
also non-manufacturing subsidiaries, such as Gil’s finance company. And, as also will be seen, 
there are effective ways for one Gi-owned operation to render financial subsidy to another 
G-omed operation, other than taking a visible dollar loss. 


In the subcommittee’s search for the source of GM's unusual strength and power, it was un- 
able to find any substantial answers in the areas investigated, such as excess size over 
Competitors, efficiency of plant complex and innovations; but the report indicated interest- 
ing soundings in the area of GM's “conglomerate operations.” Of the facts kept beyond its 
teach, the subcommittee report commented: 


"The Gi statements also contained other information which is far from clear, but sug- 
gests evasive and rather tantalizing implications. The notion of confidentiality is 
Carried so far that it is not made clear whether the references are to automotive or 
non-automotive divisions.” 


Thile Gi has been able to keep its individual divisional operations secret, it must (fortu- 
Mtely, for a deeper understanding) disclose important information on the operations of its 
corporate subsidiaries. Information about certain subsidiaries discloses much that was im- 
pesibletopin down in the obscured divisional interrelations. Such information gives sig- 
hificant new dimensions to the subcommittee’s observations 


"To a far greater extent than its competitors, General Motors is engaged in industries 
other than those involved in the production of its principal products.” 


Examination of GM's interrelations with its finance subsidiary, General Motors Acceptance 
Corporation, and with its auto insurance subsidiaries, General Exchange Insurance Corpora- 
tion and Motors Insurance Corporation, will dispel much of the mystery about GM's unparal- 
led growth, dominant power and financial success. 


The Senate lavestigators’ report demonstrated that Gi through its monopolistic powers can 
wt prices to recover its manufacturing and related costs and earn 20% net profit on common 
Mt worth, after recovering the 21.67% to net worth needed to pay the 52% federal income 
tax, Froa the administered prices charged, the manufacturing divisions of GM have been 
furnishing such profits for Gd's net worth consistently for many years. 
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GMAC*s Capital Subsidy from GM 
But--what has not been recognized generally outside the company’s management--the factory 


divisions, on top of their own lush profit showings, have been carrying the profit-and-taz 
load for at least one-half the proper net worth of the corporate subsidiary, GMrc. 


Here is a vital key to the mystery of General Motors* dominance over auto manufacturing, 
marketing and financing--an exclusive, huge, subtle and potent subsidy, capital subsicy. 
Subsidy is an apt and accurate name for the multi-million-dollar profit-and-taz lcaa mith 
customers of GM factory divisions bear for GMAC so as to permit subsidized financing rates 
to dealers. 


GMAC's capital subsidy is no loss to GM factory divisions; they hew to their target of 24 
net return (or more) on each capital dollar and pass on the subsidy bill to buyers of & 
automobiles. Though the amount is easily hidden in each sale, the subsidy when multiplied 
by millions of sales is transformed into a mighty weapon that increases GM's dominance 


over other manufacturers, other dealers, other financing agencies, none of whom are so 
armed. 


GMAC Privilege from Institutional Lenders 


The basis of GMAC’s capital subsidy is exclusive privilege which allows it to be substanti- 
ally undercapitalized, simply because it is owned by General Motors. Such privilege is 
formalized in an indenture agreement between GMAC and a number of life insurance companies 
and other instituional lenders, an agreement that specifically requires more capita: for 
GMAC should GM ownership end. A complete text of the indenture agreement appears as ar ap- 
pendix to this monograph; but a statement which General Motors filed with the Senate Ant.- 
trust and Monopoly Subcommittee in 1959 summarizes the provisions: 


“In accordance with the provisions of its indentures, GMAC may borrow presently up %0 
100 percent of the amount of its capital stock and surplus in senior subordinated if- 
debtedness as well as 190 percent in junior subordinated indebtedness; i.e. the eguiva- 
lent of 200 percent of its capital stock and surplus...estudies reveal that lazger {i- 
nance companies are limited to a ratio of 125 percent or even 109 percent.” (Kote: 
Lesser-sized companies have lower limits.) 


*,..as long as GMAC is owned by General Motors, it can borrow up to 2CO percent of ‘ts 
equity capital through issuing subordinated notes but only 133 percent in the absence 
of GM ownership..." 


Thus, GMAC has the exclusive privilege--which it exploits--of holding a capital investnet 
of one-half, or less, of the common capital required for a conventional sales firance <m- 
pany. And it can be assumed that GM holds ample capital to offset GMAC's stock deficierny. 
While institutional lenders obviously regard the GM-GMAC complex as a single financial w.*. 
it follows that they expect a total capital underpinning which-however it may be divides 
between GM and GMAC stock certificates--more nearly approaches the accepted standaras of <a 
pital-debt ratios than does GMAC capital by itself. 


The fact that GM has more than ample financial resources to capitalize GMAC conventi.na:.y 
by merely shuffling its fund is manifest. In 1959, GM could have doubled GMAC commen cari 
tal and still had more than $1 billion left in cash and government bonds, for a confortacce 
3-to-] current-assets-to-current-liabilities ratio. This same capacity to capitalise -MA 
conventionally has existed over the many years covered by GMAC'Ss strikingly low comm:n -et 
worth. 


The extent to which the indenture agreement and other exclusive concessions by lenderg have 
permitted GMAC to borrow funds not on its own capital, but on the strength and excess caz.- 
tal of GM, is illustrated by the negligible amount of GMAC common net worth to total assets 
in 1955 when it reached a low of 4.35% of total assets, or a borrowing ratio of aimest <i 

to 1 of common. Its assets at risk amounted to 96.6% of its total assets, mbhich prov.ces 

a risk-asset ratio of 20 to 1. By contrast, national banks, when their risk assets rea: 
6-to-7 to 1 of net worth, are asked by the Comptroller of the Currency to increase net wr:t- 
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Details cf conventional sales finance company capitalization, as against GMAC's, are set 
forth e,sewhere. 


roital Costs Most Expensive Ingredient 


The potency of the GMAC capital subsidy can be better understood when capital cost is recog- 
hited as the most expensive ingredient of the total-costs mixture that makes up the financing 
rete, 


Ay corporation's capital dollars are normally more expensive than borrowed dollars, because 
cwers take the greater risk, standing at the end of the priority-of-payment line. Moreover, 
teurs from the capital dollar is subject to tax (which is passed on to customers as part of 
‘we price); whereas in contrast, the interest that a borrowing company pays on debt is a 
tar-sequctible expense. 


“he cost of capital dollar is more than doubled since the 52% federal income tax has been 
in effect. Every dollar of GM net income calls for more than one dollar to be collected for 


scone tax. 


The advantage to GMAC of the exemption from using and charging for only half of the capital 
sti.ars Needed for its business becomes clearer upon separating and examining the various 
Syresients of the total-costs mix. 


she total costs paid by the customers of a sales finance company consist of the followings 


1, Cost of funds 
a. Cost of capital 
{1) Profits 
(2) Income tax on profits 
b. Cost of borrowed funds 
2. Cost of operating (including credit losses) 


"he relative importance of these basic costs can be seen in analyzing them as they apply 
<C MAL standards. 


"2 cover capital cost with corporation income tax at 52% and a GM profit requirement of 20K, 


Mi" gust collect from customers $1.06 for the Government to each $1.00 or profit for the 
Sorc. ration, or $41.67 per $10C of common capital.* These two parallel computations show 
row the capital cost figure is determined: 


Profits of 20.00% (48% of gross profits before taxes) 
‘at of 21.67% (52% of gross profits before taxes) 
Cost of capital 41.67% (10C% of gross profits before taxes) 


The 2s*_of borrowinas for GMAC for 1955, @rrived at by dividing the total interest cost by 
‘releq¢ cutstanding notes and debentures, amounted to $3.22 per $100 of interest-drawing debt. 


Zere'.nz tost, including credit losses, for GMAC in the same year, computed by dividing to- 
eet als expenses (including losses) by the average outstanding receivables, amounted 
“6 $4.96 Sez Silo of such receivables. 


SUMP Up, the ingredients of the total-costs mix for GMAC customers, according to estab- 
“eee 


oe ~ 

faerie Pattern indicates that GM's measuring stick for return on investment in GMAC is 20% 

fee ce net worth; average of actual yearly percentages, for 1950-59 was 19.2%. Re- 

fin aMAC common stock is used throughout this discussion. Net worth (common and surplus) 
et are averaged for each year. 
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lished standards, take shape as follows: 


l. Cost of funds (Actual cost of 
(funds varies 
ae Cost of capital: $41.67/$100 of capital (according to 
(varying ratios 
(1) Profitss $20.00/$100, at “target” (of expensive ca- 
(pital and less- 
(2) Taxs $21.67/$100, at 20% profit (costly borrowings 
(in the total- 
b. Cost of borrowings: $3.22/$100 of borrowings (funds “mix.” 


2. Cost of operating: $2.96/$100 of outstanding receivables. 


It can readily be seen that the GM and GMAC capital dollar is much more expensive than the 


borrowed dollar -- 13 times more costly in this example. 


Operating cost for GMAC is about equal to interest cost in per-unit weight, as a factor in 


the total cost to customers. 


Thus, the capital dollar stands as clearly the highest-priced-per-unit ingredient that aust 
be recovered in the finance charge to customers. And it follows that reducing the capital 
cost, by whatever kind of subsidy, is the most effective avenue to a competitive advantage 
through reducing finance charges. 


How Capital Subsidy Works 


General Motors could subsidize GMAC’s capital cost by requiring a lesser return than the 
standard GM capital yield of 20% net after taxes. This it does, to some extent, by holding 
an investment of $50 million of preferred stock in GMAC (about one-sixth of total GMAC 
stock value in 1959), which brings a return of 4% rather than GM's common stock target of 
20%. 


Of greater import, GM could, at any time it sees fit, reduce its return form GMAC by any 
degree down to no profit at all, or even a loss, with ruinous impact on competitive manu- 
facturers, dealers and financing agencies. In practice, however, GM has been able to avoid 
any compromise with its 20% target return and still has kept a unique upper hand competiti- 
vely. 


The more subtle form of capital subsidy -- withholding capital in GM that should be in GMac 
-- has served General Motors" ends full well. The privilege of holding only one-half the 
normal amount of stock means that GMAC needs collect only one-half the total capital-cost 
dollars (profits-plus-tax) that it would otherwise. 


Since income tax {s about one-half of capital cost, the withheld capital subsidy gives GMAC 
a_competitive advantage equal to enjoying taxfree profits. 


The workings and impacts of the withheld-capital subsidy are unfolded on further examination 
Of GM and GMAC operations. 


If, im 1955, GM had doubled the capital of GMAC, thus bringing its finance subsidiary some- 
what in line with the conventional requirement of creditors for sales finance companies, it 
would have reduced its own capital in the parent company by $174 million. Instead, the fac- 
tory divisions held this $174 million in their net worth, on which the automotive (and other) 
product prices were fixed so as to return a 20% profit, and 21.67% for income tax (or a to- 
tal of 41.67%) after all other costs -- at 80% of plant productive Capacity. But 1955 was 

a bumper sales year and on administered prices calculated at 80% capacity, GM earned a 33.5% 
net profit after taxes (or 70% before taxes) -- well over the GM “target" return. 


The 70% before-tax return calculated against the $174 million excess withheld in G4, amount- 
ed to a profit before tax of $122 million in 1955, which was collected by the factory divi- 
sions of GM. Spreading this $122 million over all GM factory civilian sales of $11.5 billi- 


71 


AUTO FINANCING LEGISLATION 309 


on, equals about 1%. 


This 1%, converted into the effect on the price of a $3,000 car, amounts to $30 -- an a- 
mount that can be easily obscured in the high administered price. 


Studies show that for lower volume years and for a normal GM rate of return, the 1% rela- 
tionship holds. For example, a 20% “target” return on $254 million of withheld capital in 
1959 (offsetting GMAC’s capital deficiency for that year) with the charge for tax was $106 
tillion -- about 1% of GM factory civilian sales of $10.8 billion. 


Tws, Gd has hidden in the price of all GM products a capital subsidy for the benefit of 


°. 


Having considered the “toll” for GM factory divisions, let us examine the benefits to GMAC 
-- and the ultimate benefits to GM. In 1955, the withheld-capital subsidy saved GWAC from 
collecting the 20% profit and 21.67% tax (or 41.67% total) for $174 million of withheld ca- 
pital, or $72.4 million of capital-cost dollars which it would have had to produce if con- 
ventionally capitalized. This sum amounted to 2% of GMAC’s average outstandings in 1955 
*- a potent differential to wield against its independent competitors, as well as dealers 


and makers of competitive autos. 


GUC, and GM's Marketing Strategy 


Gi doainates the pricing of motor cars and in effect prescribes administered prices for 

like aodels for its automobile competitors. It can, therefore, carry the cost of this sub- 
sidy in the oligopolistic auto market, which it controls, and enable GMAC to use this sub- 
sidy to great advantage in merchandising GM new cars -- not necessarily by passing along 
the subsidy in a price reduction to time buyers, but by making use of it in its marketing 


strategy. 


General Motors’ marketing strategy combines the withheld-capital subsidy -- and other forms 
of subsidy -- and converts much of the “pooled” funds into a variety of GM-GMAC subsidies 


eS CY 

to dealers, representing different pockets of income, all controlled exclusivel General 
Motors and its finance and insurance subsidiaries. (See chart page 74) 

Here are some ways and forms in which the subsidies are dispenseds -- At the retail sale le- 


vel of competition to influence (1) the trade-in value of a used car or price of purchased 
car, if competition so dictates; or to influence (2) the finance costs or (3) later insu- 


rance settlements, if competition centers there. 





--At the dealer relations level, in the competition between GM and other manufacturers for 
dealers, through (1) subsidized wholesale rates on floor-planned new cars; (2) delayed in- 
cose to dealers from profitable loss reserves and excess finance charges, both held on the 
books of GMAC; (3) delayed income to dealers for repair and replacement of parts under the 
insurance coverages, again controlled by a GM subsidiary; and (4) insurance commissions, 


wherever legal. 


Independents, in order to serve manufacturers competing with GM strategy and tactics, have 
had to counter by offering as many and as much of these advantages as possible. But the 
picture presents these critital differences: (1) No independent has control of any dealer 
franchisess the independent must serve and cannot dictate. (2) No independent is factory- 
subsidized. (3) No manufacturer other than GM (and partly Ford) has any of the tools other 


than franchisee 


Gi Subsidies Serve GM 


It should be noted that the GM-GMAC subsidies through the dealer serve primarily the inte- 
Tests of General Motors, rather than the interests of the dealers. 





The subsidies are tools to sell for the factory at a guaranteed profit a factory-determined 
volume of autoss dealers have the role of disposing of their allotted share of the volume, 
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by whatever manipulation of pockets of income that may be necessary, with their own net 
profit not at all guaranteed and appreciably less than the factory's. With its financial 
resources and subsidies, however, GM can make its dealers’ position appreciably sore re- 
warding and less hazardous than that of competitive dealers, and thus attract ano hold not 
only the greatest number of dealers, but also a concentration of the most effective. 


Further insight into GM's unique advantages can be obtained through further analysis cf tne 
GM-GMAC subsidy structure. Before discussing other forms of subsidy, however, it seems 
pertinent to observe that the withheld-capital subsidy described above does not provice 3 
true economic saving to customers as a group. Buyers of autos, as has been seen, pay tre 
amount, or even more, by which GMAC financing rates are lowered by GMAC's under-capitaii- 
zation. And GMAC's direct customers, the dealers, and ultimate customers, the time buyers, 
do not benefit proportionately, if at all. 


The withheld-capital subsidy reduces by 2% the total income which GMAC must produce. Sut 
GMAC's net discount rate to dealers, according to Ford's spokesman (a witness friendly te 
GM's postion) at the 1959 Senate hearings, is only 50 cents per $100 less than leading in- 
dependent sales finance companies charge -- a differential that amounts to 1% in terms ca 
parable to the 2% differential in total GMAC financing charges. This means that Gd re- 
tains half of the fruits of the subsidy; the half that it puts in the dealer's hands s¢.x@ 
turns out to be a net gain for the dealer -- it is merely one variable of severa] varianies 
that enter into the retail give-and-take. On balance, the customer pays a total price tw 
guarantees the factory a fixed-profit sale, and the dealer may have a net profit tnat e- 
ceeds what a competitor would have made but is modest as compared with the factory's errfit. 


Other Subsidies to GMAC 





It has been shown how General Motors enjoys monopolistic benefits from subsidizing the @:s% 
expensive ingredient of sales financing charges (or total costs), the capital dollar. ise 
most numerous of the dollars, however, for which a finance company must recover costs are 
the borrowed dollars, with their cost of interest. In this vital area, GM has not negiete 
to provide certain exclusive subsidies or quasi-subsidies for GMAC through its acnopely aud 
combined financial resources. 


Subsidy of Interest Cost 


Here are examples of how GM financial resources serve to subsidize, actually or {in effez:. 
GMAC"s interest costs: 


1. Lower nominal interest rates than independents can obtain. It can be inferred rat wert 
it not an integral part of the GM financial complex, GMAC could not enjoy such a differeets- 


al. For example, General Motors borrows in its name from banks and then allots certain cf 

the bank credit to GMAC, according to GM's own statement to the Senate in 1959. Wiche.* ary 
such sponsorship, independent sales finance companies must pay consistently higher istere* 
costs on total borrowings. Only the largest independents can hope to escape this handi=s, 
and they only intermittently. 


2. Lower effective interest rate on bank borrowings, due to GMAC’s privilege of keeoitg a# 
unconventionally low ratio of idle, expensive cash balances. Banks require conventi:ma: fi- 
Nance companies to keep compensating balances of 15% to 20% of their lines of credit. ‘h 
finance companies cannot use this money, but must pay interest on it, which raises the effe- 
tive interest on money that can be used. That banks regard GM's bank balances and cther r& 
sources as a partial substitute for GMAC’s compensating balances is evident in comparative 
ratios of cash to total assets. GMAC maintains 3% to 4% cash, whereas independents vary 


from 5% to 12%. (Table II-17.) GMAC would have had to increase its bank balances by $% 
million in 1959 to equal the percentage the largest independent needed. 


3. Greater ratio of low-interest commercial paper. The amount of commercial] paper aval iatic 
to a finance company is directly linked to its bank lines, and part of the cost is the cat 


pensating balances. GM's bank lines and balances, plus other resources, must be the basis 
for the gap between GMAC and independents, as detailed elsewhere (See Table I[I-19). 
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Less interest-bearing funds for ents to the factory. The financial statements of 
cate a liberal time schedule for GMAC to pay the factory for cars covered 


by floor-plan financing. In September, 1960, for example, GMAC, owed GM $234 millions no 
independent has such a credit with any factory. GMAC apparently conveys payments perio- 


dically, to cover an accumulation of deliveries, which creates a "saving" for GMAC's bene- 
fit. In contrast, GM and other manufacturers draw sight drafts at the time of shipment 
for immediate payment from independents, who must maintain relatively larger bank balances 
than GMA. 





The subsidies derived from the $78 million and $234 million items cited above (total $312 
million) are paid by GM customers. The cost can be evaluated by another aspect of the Gi 
pricing formula brought out in the Senate hearings -- Gi expects a 15 percent return on 
assets. Income tax brings the charge to 3] percent. When this percentage is applied to 
the two assets items totaling $312 million which Ga held for GMAC’s benefit, a $97 million 
interest cost subsidy emerges. 


This interest cost subsidy amounts to about 1 percent of Gi's factory civilian sales -- in 
addition to the aforementioned 1 percent charge for withheld capital subsidy. Thus, these 


items alone amount to a 2 percent total subsidy which is paid by purchasers of all General 
Motors products -- automobiles, trucks, automotive parts and accessories, Diesel engines, 
refrigeretors, etc. 


The sea of subsidy which supports GWAC is even wider and deeper than is indicated by the 
subsidies of funds -- interest cost and capital cost -- which have been described. 


Subsidy of Operating Cost 


A gigantic subsidy of the remaining ingredient of total finance costs -- operating cost -- 
accrues to GMAC when it is delivered a huge captive market, without the effort and ex- 
pense normally involved. The power of GM over its franchised dealers, transmitted through 
GM personnel all along the line, asewres that they sill deliver to GMAC an acceptably large 
volume of business. 


This means that GMAC’s operating expense is primarily to administer the business, rather 
than to acquire and hold it. General Motors built this form of cost subsidy on outright 
coercion of dealers in the 1920's and 1930's, leading to a GM-GWA antitrust conviction in 
federal court --a case upheld by the Supreme Court. By continuing as an arm of GM, GMAC 
enjoys the legacy of past overt coercion, plus the current coercion that is inherent in 
the relationship between the dominant factory in a concentrated industry and a dealer with 
an exclusive franchise in a high-investment retail operation. 


Insurance Subsidies 


A major corollary source of subsidies growing out of GM's coercive hold over its dealers 

is its captive insurance companies which insure GMAC-financed cars. In 1925 General Ex- 
change Insurance Corporation was organized as a wholly-owned subsidiary of GMAC to write 

fire and theft insurance. With the firm hand that GM and GMAC clamped on dealers beginning 
in that period, insurance income mounted automatically and remarkably year after year. The 
income received a sharp boost in 1934, when GM-GMAC introduced $50 deductible collision cove- 
rage as a requirement on top of the conventional fire and theft insurance. 


“No other company ever formed in the United States has had such a profitable career," ob— 

served Best's Insurance Reports in 1936. “This profitable record is wholly the result of 

abnormally low operating costs,” Best's noted the next year, when it described GEIC as the 
“largest writer of fire, theft and collision coverage in the world." 


GEIC’s “abnormally low operating costs® permitted subsidized insurance, and spectacular 
profits. Using its GM and GMAC personnel and GM dealers as a substitute for agents, GEIC 
sold its insurance typically at 25% under manual rates. Its advantages so outstripped the 
rate differential that GEIC made an average profit of almost 30% of earned premiums in the 
nine years ended with 1935, at which time GMAC transferred title of GEIC to Gié. 
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The world’s largest auto casualty underwriter still continued to give G&X a substantial 
subsidy benefit even after transfer of SEIC. The $i0-ceauctible collisicn coverage, which 
SM required from 13934 on, prcduced an additicnal volume of finance receivables for GU, 
because the premiums increased the amcunt cf total credit in each cortract. This adced in- 
cape cape to GMAC, lixe all its income, largely as a result of coercion of dealers, an ex- 
tiusive subsidy benefit. 


The greater financing volume which collision insurance brouaht to GMAC was linked to GUIC's 
troduction in 1935 of tne "64 Pian,” wnicn lowerea the finance rate and purported to be- 
nefit time buyers. That the coiiision insurarce volume subsidizes tne lower finance rate 

is a more plausible explanation than G's justification to the receral Trade Commission -- 
“,ower costs in our business and economies in operation.” By the time Gi finaily was forced 
Oy Government action to give up the 6% Pian, competitive manufacturers, deaiers and finance 
companies nad been irreparably harned. 


“yorcally of the corporate complex, the insurance writing profit to Gd, though no longer on 
TMA, Doors, stiil contributed to the strength cf GiAC as a family member. Also, whether 
under GMAC or Gil, GEIC aided dealers as a scurce of resair and repiscement revenue. 


Other finance campanies countered with insurance plans and rate reductions, but independents 
had none of the subsidies of factory control. 


In 1939, Gi presented GA with a new casualty insurance company, Mctcrs Insurance Corpora- 
tion. AS a unit of GM, the MIC operation aisc nas suDsidized operating costs in pusiness 
acquisition. It also iniecteo a new subsicy for sealers to use. In states that permit 
desiers to receive insurance commissicns, MIC charses fuli-masual rates to car duyers and 
pays dealers a 2% commission. Ir states where dealers cannot receive commissions and there- 
fcre deal with GEIC, it cam be assumed that GMA firacce reserves are actiustecd to maxe up 

for sealers” lack cf commissions. The Mic insurarce commission gives the sealer ancther 
pocnet of income with which to trade. In 1%, GEIC aro Mic were combined as a subsidiary 


spezation of GAC. 


M’s insurance operations pit subsidized, captive-market competiticn against act only inde- 
pendent insurance comcanies and their agents, but also iniepencent garages and independent 
Bavfacturers and merchandisers of auto parts and accessories. 


Subsidy vs. Sirvival 


in all of its manifold forms, not all cf which have been described here, the complex of Di- 
Gaal subsidies nas been instrumental in deveicping and exceracing a monopolistic sominetion 
of the automociie marcet through control of a deaier erganization. 


Probably no ore, even within General Moters, compretends fully all the workings of subsidy 
smat arise from the interactions of the various divisions and subsis:aries and parent, and 
“heir combines multi-billicn-scliar resources. But wre everviay worrings of the various 
mecae@ts-of-Sncome sutsidies tc dealers -- current, celaved and proscective incomes -- are 
z.ear enough to dealers, beth these selling Gi cars anc these selling other mares. This 
smareress accounts for the erosion of effective sealers from cther marufacturers to GM, al- 
wcst aiways e one-way trip. And no autc manufacturer can tnrive, or survive, witnout strong 


sealerTsenips. 


ierer manufacturers are aware of these cvertones cf the Senate Artitrust and Monopoly Bb- 
tummittee's observations “To a far greater extert thar its competitors, Gererai Mctcrs is 
ergpazed in incustries other than those invoived in the prosuction of its principal products.” 
Fly Sereral totors, of all manufacturers, owns well-ertrerched finance and insurance sub- 
sitiarieos. Since Di and Dil’s now-eorlociistic oom.narce was laucched in, and is sustained 
OV, af @wer-expanding sea of subsicy, mith mary arc veri.us currerts and cross-currents, 
competitors Nave always had to cocose it with sume rind of subsidies of their own. Ford 

ars Chsveler earlier tried to ccurter Bi's strerccr with cactive finance companiess tne 
recera shows that certain manufacturers actualiy pais miilions of dcoilars in supsisies to 
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favored finance companies so as to compete with GMAC rates and other features. Ford, at 
the 1959 Senate hearings, indicated that it was reconciled to yeare of loss (or subsidy) 
for its fledgling finance company. 


Ford, in setting up a new finance subsidiary and new insurance subsidiary, has undertaken 
to follow the GM pattern. But even for a company of Ford's size it will be difficult to 
close the gap which GMAC‘s entrenched privilege has gained for GM. And the burden of ven- 
turing into finance and insurance would seem to make survival impossible for some of the 
other manufacturers in an industry already reduced to five producers. 


If sales financing of automobiles becomes strictly the adjunct of factories, independent 
finance companies and banks will be forced from this field, and factory sales policies 
and quotas will take unchallenged supremacy over soundness of credit as the basic control. 


If a captive finance company becomes a requisite for auto manufacturing, there will inevi- 


tably become fewer manufacturers, and an increasingly narrower choice for the consumer not 
only as to finance and insurance services, but also as to the kind and price of automobile. 
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(The information referred to at pp. 48 and 54 follows:) 


AMERICAN FINANCE CONFERENCE, INC., 
Chicago, Ilt., August 1, 1961, 

Hon. EMANUEL CELLER, 
Chairman, Committee on the Judiciary, 
House of Representatives, 
Washington, D.C. 

Deak Mr. CHAIRMAN: I am enclosing the letter that I mentioned on page 126 
of the transcript. 

I am also enclosing the rates that Mr. McCulloch asked for on pages 141 and 
142, 


Sincerely, " ; 
AUL JONES, 


Chairman, Executive Committee. 


Following is a statement from a letter dated January 8, 1958, from Victor R. 
Hansen, then Assistant Attorney General in charge of the Antitrust Division of 
the Department of Justice, to Mr. David Cassat: 

“Dear Mr. Cassat: This is in reply to your letter of December 20, 1957, with 
reference to our conference of October 9, 1957, relating to the consent decree 
involving the General Motors Acceptance Corp. 

“We have given a considerable amount of attention in the Antitrust Division 
to the question of reopening this decree to provide more adequate relief to in- 
dependent automobile finance companies. We have also given a great deal of 
consideration to a new proceeding in the automobile finance business. We have 
concluded, however, on the basis of all of the information which we presently 
have, that neither of these alternatives appears to be practicable at the present 
time. While this situation may change pending additional developments in the 
automobile finance business, this is the best answer I can give you at the 
moment.’’ 


GLENVIEW STATE BANK 


Glenview, II. 
May 1, 1961. 
NEW CAR RATES 


Recourse—$4.85 per hundred per annum. 

Without recourse—$5.15 per hundred per annum. 

The above rates apply to new cars passing credit requirements. Any charge 
made to the purchaser above this will be credited to the account of the automo- 
bile dealer. 

Preferred risk diversified area—4 percent with or without recourse, 


AMERICAN SECURITY DIVISION OF A.S.C. Corp. 


Marion, Ind. 
JANUARY 1, 1961. 
NEW CAR RATES 


Recourse—$4.85 per hundred per annum. 

Without secourse—$5..15 per hundred per annum. 

The above rates apply to new cars passing credit requirements. Any charge 
made to the purchaser above this will be credited to the account of the automo- 
bile dealer. 

Preferred risk diversified area—4 percent with or without recourse. 


(The information referred to at. p. 57 follows:) 


AMERICAN FINANCE CONFERENCE, INC., 
Chicago, Til., August 2, 1961. 
Hon. EMANUEL CELLER, 
Chairman, Committee on the Judiciary, 
U.S. House of Representatives, Washington, D.C. 
DEAR Mr. CHAIRMAN: At pages 150-151, where I am testifying, I mentioned 
about Judge Hansen's letter, but Representative McCulloch at one time during 


316 AUTO FINANCING LEGISLATION 


the questioning, referred to the letter as being written by Herbert Brownell. who 
was the Attorney General, so that the record might be a little confused. Brownell 
did not write a letter, but Hansen wrote the enclosed one and that was the one 
that I agreed to furnish. 
Sincerely, 
GEORGE W. OMACHT, 
Vice President, Associates Investment Co. 


U.S. DEPARTMENT OF JUSTICE, 


Washington, D.C., January 8, 1938. 
Mr. Davin B. CASssSat, 


President, Interstate Finance Corp., 
Dubuque, Iowa. 

DEAR Mr. CassaT: This is in reply to your letter of December 24), 1957, witb 
reference to our conference of October 9, 1957, relating to the consent derree 
involving the General Motors Acceptance Corp. 

We have given a considerable amount of attention in the Antitrust Division 
to the question of reopening this decree to provide more adequate relief to inde 
pendent automobile finance companies. We have also given a great deal of con- 
sideration to a new proceeding in the automobile finance business. We have 
concluded, however, on the basis of all of the information which we presently 
have, that neither of these alternatives appears to be practicable at the present 
time. While this situation may change pending additional developments in 


the automobile finance business, this is the best answer I can give you at the 
moment. 


With respect to your inquiry as to the ways you may be of assistance to us 
in addition to the considerable amount of help you have already given us I sae: 
gest that you forward any information any of your members may have enncern- 
ing coercion by General Motors of any of its dealers to take Genera) Motors 
financing. In order to be useful in an antitrust enforcement proceeding, it wonld 


be necessary that any of these instances be supported by testimony of the desler 
involved. 


I would like to assure you of the continuing interest of the Antitrust Division 
in the competitive situation in the automobile finance industry. We shall cot 
tinue to do everything we can to preserve competition in this industry withio 
the limits of existing antitrust legislation. 

Sincerely yours, 


Victor R. HANSEN, 
Assistant Attorney General, Antitrust Dirinon. 


STATEMENT OF EARL M. UTTERBACK, EXECUTIVE SECRETARY. 
INDIANA STATE TEACHERS RETIREMENT FUND 


Mr. Urrernick. Mr. Chairman, and members of the subcommittee. 
my name is Earl! M. Utterback and my residence is Kokomo, Ind. 

T am presently employed as executive secretary, Indiana State 
Teachers Retirement Fund. I was elected a member of the State 
senate of Indiana and served 2 terms. I was formerly a member of 
the house for a period of 6 years. 

At the opening of the 91st session of the Indiana Legislature T was 
approached by members of the Department of Finance Institution- 
of Indiana and conferred with them for the purpose of discussing 
the possibility of introducing legislation to correct abuses in conner- 
tion with time sales of automobiles. 

T should state that this agency of Indiana State government has 
supervision of automobile financing companies, consumer credit cam- 
panies, building and loan companies, State banks and all lheense- 
and banks both State and National. . 

T received during the general assembly sessions a lot of information: 
on which I made a study of problems involved. 
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I reached, after careful examination of the situation, the conclu- 
sion that legislation was necessary to correct the abuses involved in 
the financing of time sales of automobiles. 

I, therefore, introduced in the Indiana State Senate, Senate bill 
419, which would have required disclosure to the retail buyer of any 
rebate of finance and insurance charges in installment sales contracts 
which the sales finance company paid to the dealer originating the 
sales contract. ; 

The bill which I mtroduced into the Indiana Legislature would 
have required sales finance companies to notify the retail purchaser 
of any finance charge or insurance charge rebated to the dealer 
originating the sales finance contracts in excess of an amount fixed 
by the department. . 

I felt that requiring this would lower participating allowances to 
a realistic and reasonable amount and restore competitive conditions 
tothe market for the sales finance paper. 

Mr. Chairman, I, along with the other members of the senate, were 
vitally interested in the protection of the consuming public and were 
able to pass this bill through the senate by a vote of 4 to 1. 

Thereafter the bill was appropriately referred to the banking com- 
mittee of the House of Representatives. Unfortunately the bill never 
saw the hght of day in the House. By coincidence the chairman of 
the committee was, as I understand it, a General Motors dealer. 

The CuatrMan. What did you expect ? 

Mr. Urrersack. I expected that. 

I, along with my friends m the General Assembly, used every 
honorable means in attempting to get action on this bill from the 
chairman of the banking committee, but to no avail. 

I appreciate this opportunity to express my views on this legisla- 
tion contained in House bill 71. 

I have been surprised at the statement that higher charges to time 
buyers would result if GMAC were separated. I was surprised that 
anyone would think that G:MAC assured low rates to time buyers. 
The facts coming to my attention did not support any such contention. 

The practice of permitting unlimited and unregulated participation 
allowances is definitely not in the public’s interest. 

The rebate is an additional expense to the installment buyer be- 
cause it must be included in the total finance charge and must re- 
sult in a higher finance charge. This also tends to restrict, if not 
eliminate, competition. 

GMAC is usually in a position to offer higher participation al- 
lowances to dealers than independent sales finance companies. 

Dealers are inclined to direct their business to the company which 
will provide the largest. reserve. 

Competition for sales finance paper, therefore, is on a strictly com- 
petitive basis and the finance charge or rate to the consumer is given 
little consideration by the dealer who originates the contracts. 

The small operator cannot afford to compete in this type of market 
and will ultimately be squeezed out of business, The large finance 
companies will then have complete control of the market. for sales 
finance paper. 

High rates are not accounted for by the difference between the 
charges of GMAC and other companies but. by the packing of these 
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charges. All companies permitted it because it was a competitive 
condition. 

No company seemed able to avoid it including GMAC, That is why 
I introduced the legislation to minimize packing through exposure. 
_ I may say here, Mr. Chairman, that the department of financial 
institutions gave us so much evidence of this practice and the practice 
of particularly young buyers of automobiles who would go into the 
salesroom and their big problem was: 

“How will I finance it ?” 

And, of course, that was taken care of by the dealer immediately, 
and it was convenient, particularly in certain salesrooms, for many 
to decide to finance it from certain companies. 

The Indiana Department of Financial Institutions referred to 
previously in this testimony brought proof, and members testified 
that the legislation for Indiana proposed in senate bill 419 was 
definitely in the public interest. 

Members of the department stated that, by disclosing to the pur- 
chaser the excessive rebate charges, a healthy condition of competitive 
enterprise would prevail. 

The Indiana State Banking Committee was assured that by dis- 
closure of the amount of participating allowances the public would 
know and would seek the finance agency and the dealer which rend- 
ered the best service at the lowest rates. 

The senators by passing senate bill 419 by a large majority went on 
record that the retail purchaser had a right to know exactly how much 
of the so-called finance charges were true finance charges and how 
much was paid back to the dealer. 

With the increased marketing pressures in the automobile busines 
it was brought to light in Indiana that dealers were demanding in- 
creasingly greater participation in the finance charge and the major 
finance companies to a degree were able to use their superior borrow- 
ing powers to meet these demands. 

The situation, in my opinion, is reaching the point where the role of 
the marketplace is not one of equity, but what the traffic will bear. 

As was brought out in the Senate hearings some companies, includ- 
ing GMAC, have facilitated this activity by providing their dealers 
with variable rate charts, as 6, 614 percent charts, 714 percent chars. 
and so forth. 

And the dealer uses whichever one he thinks he can get by with. 
and the difference goes to him. 

I should like at this point to refer to an invoice No. 18779 which 
I introduced before the Senate Subcommittee on Antitrust. and Mo- 
nopoly on Thursday, April 16, 1959. It represents the sale of a new 
car to Charles T. King, Jr., of Muncie, Ind., by the Hedges Pontiac. 
Inc., of Indianapolis, Ind. 

The car was a new 1958 Bonneville convertible, and the invoice 
discloses that its total cash price, including optional equipment, was 
$5,600.07. 

The downpayment on the car consists of a trade-in of a Ford con- 
vertible which, after paying an unpaid balance on it, amounted to 
$1,659.97, leaving a cash unpaid balance of $3,947.03. 

This new Pontiac was financed by Hedges Pontiac through Gen- 
eral Motors Acceptance Corp. 
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There was no automobile insurance included in the transaction 
because the previous insurance on the Ford was to be transferred to 
the new car. 

The cost of financing the $3,947.03 cash balance amounted to $943.57, 
or almost 25 percent of the unpaid balance. The monthly install- 
ments were $135.85 and the contract ran for 36 months. 

The charge per $100 for financing this new car was $8 per $100 per 
year. No insurance of any kind was included in this amount. You 
will recognize that this is a very high charge. 

I should add that $8 per $100, when paid on a declining balance, 
is Just about double or almost 16 percent simple interest. You under- 
stand, that this contract is paid out in monthly installments. I have 
examples of other deals that are typical transactions. They are all 
GMAC deals. 

Now, Mr. Chairman and members of the committee, based on the 
finding in my State and included in my testimony, there is an extreme 
likelihood of monopolistic practices where the manufacturer and the 
financing agency are one and the same combination. I think certainly 
fied customers would benefit from the legislation proposed m House 

ill 71. 

If GMAC was separated and made an independent, then GMAC 
dealers would offer the plans of many finance companies and the 
banks to their customers. This is the kind of competition that I feel 
should exist. 

Mr. Chairman, I have taken a lot of your time in talking about 
some of our findings in our investigations in Indiana. I am inter- 
ested in eliminating the kind of packs we found to exist. You may 
be wondering why I am down here before a Federal legislative body 
in support oF antimanopelictic legislation. 

I feel strongly that if GMAC were to be divorced from GM and 
would have to stand on its own competitive feet, it would tend to 
eliminate the confusion and would tend to minimize the opportunity 
to pack their charges. 

Mr. Chairman, I feel your committee is on the right road to more 
economic freedom in America. 

The CHairmMan. You state on page 6 which you Just read: 

If GMAC was separated and made an independent, then GM dealers would 
offer the plans of many finance companies and the banks to their customers. 

Would you say that that is not the case today ? 

Mr. Urrernack. Our investigation, Mr. Chairman, verified the fact 
that it isn’t always the case certainly; it certainly is not always the 
case, We had many cases in which there were exorbitant charges, and 
the advantages seemed to be with the Genera] Motors dealers, and 
the evidence we found was that the others did not have some of those 
same advantages. 

Mr. Rocers. Mr. Chairman? 

The CHarrkmMan. Mr. Rogers. 

Mr. Rocers. Do you understand that the GMAC now only finances 
General Motors dealers paper? 

Mr. Urrernack. Do I understand what ? 

Mr. Rocers. That the GMAC now confines its financing to General 
Motors dealers paper. Do they finance Ford or Chrysler, or do you 
know ? 
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Mr. Urrernack. It is my understanding that they would finance 
their own cars. 


Mr. Rocers. They confine themselves exclusively to that of their own 
cars, do they not ? 

Mr. Urrersack. I presume so. 

Mr. Rocers. I have been told—I don’t know—— 

Mr. Urrernack. Well, I assume that is true. 

Mr. Rocers. If GMAC was divorced from General Motors, you 
would have no objection to them going into the financing of cars other 
than those made by General Motors, would you ? 

Mr. Urrersack. I think that would be a fine state of affairs, I 
really do. I think it would put them on an equal competitive basis: 
that is right. 

Mr. Rocrers. Some statements have been made to the effect that if 
GMAC and Ford Finance were permitted to generally engage in 
financing in addition to their own cars, that they would run the rest 
of the Peon out of the business. Do you agree with that statement 
or not 

Mr. Urrersack. I think in America that we certainly, if we are all 
on the same basis, our free enterprise system, we certainly ought to 
be able to, if we had free competitive markets and everything is on 
the right basis, why would it be harmful? In other words, the 
taped the competition the lower the cost to the person who purchases 
the car. 

Mr. Rocers. On page 3 of your statement you say : 

Competition for sales finance paper, therefore, is on a strictly competitive 
basis, and the finance charge or rates to the consumer is given little considere- 
tion by the dealer who originates the contract. The small operator cannot afferd 
to compete in this type of market, and will ultimately be squeezed out of business. 

The large finance companies will then have complete control of the market 
and for sales finance papers. 

Now, if that is true, and GMAC is so big as is Ford Finance, 
wouldn’t they soon drive everybody out of the market ? 

Mr. Urrernack. I assume that their competitive position wouldn't 
be so favorable in this other case, and they would be put more on an 
equal basis with the other finance companies. 

Mr. Rocers. Then it is your opinion that if they were divorced 
and did not have the favored position as testified by Mr. Jones, then 
they would have to compete equally with others, and that their hkeli- 
hood of growing bigger and better would not be so successful? 

Mr. Urrernick. That isexactly right. 

Mr. Rocers. And those who might get in and give them compet!- 
tion could take their business as well as not ? 

Mr. Urrernack. That is right. Auto dealers in Indiana, our in- 
vestigation showed, were interested in the money they made on this 
finance charge rather than on the deal itself. 

In other words, that was pretty bad back in 1959 particularly, and 
I want to make it clear that Iam not posing as an expert on finances, 
but I was interested in the standpoint of public service to introduce 
this legislation, and we had come before our committee several young 
men who had paid these exorbitant prices for financing, and the 
dealers, some admitting that the profit they made was on the financing 
and not on the deal, in my estimation that 1s wrong and not in the pnb- 
lic interest. 
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Mr. Rocers. Thank you. 

The CHarrMaAn. You made a study of this matter in your State, 
have you not ? 

Mr. Utrersack. Right. 

The CHarrMan. You have made a study of this entire subject. 

Would you say as a result of your studies that when you have Gen- 
eral Motors operating with the General Motors Acceptance Corp., 
then General Motors has a built-in competitive advantage? 

Mr. Utrersack. Yes. 

The CHarrMan. Because of GMAC. Would you say that is correct ? 

Mr. Urrersack. I definitely do say that is correct. 

The CuHamman. That is, GMAC has a built-in competitive ad- 
vantage; put it that way. , 

Would you say also that it is only natural for GM dealers to want 
to have the best relations possible with General Motors; is that cor- 
rect ? 

Mr. Utrersack. Yes. 

The CHarrman. And they would want to curry as much favor with 
General Motors as possible. 

And wouldn’t you find it was natural for GM dealers to gravitate 
with their paper to General Motors Acceptance, in order to curry 
favor with the parent company of GMAC? 

Mr. Utrersack. Definitely. 

The CuartrmMan. Is that a fair conclusion ? 

Mr. Utrersack. That is right. 

The CHatrMan. Would you say also that GM dealers are wont to 
mye their paper to General Motors Acceptance Corp., for fear of 
ing loaded by GM with cars which they don’t need, of havin 
franchises cut off, of new dealers granted franchises? Matters o 
that sort are always in the minds of the GM dealer, which prompts 
him naturally to go to.General Motors Acceptance Corp., or else. Is 

that correct ? 

Mr. Urrersack. That is right. I think there are many ways they 
could make it an advantage to the General Motors and the General 
Motors dealer could certainly use several ways in which he could 
give an advantage to General Motors Acceptance Corp. 

The CHatrMan. Now one other question. 

As a result of what you have indicated, isn’t there a decided ad- 
vantage to the General Motors as a manufacturer and a disadvantage 
to competing car manufacturers? 

Mr. Urrersack. I agree with that, yes. 

The CHatrman. Mr. Meader? 

Mr. Meaper. Mr. Utterback, what year was the 91st session of the 
Indiana Legislature? 

Mr. Utrerpack. 1959. 

Mr. MeEaper. 1959? 

Mr. Urrernack. Right, January 

Mr. Mraper. And in what year did you introduce this senate bill 
that passed the senate but not the house ? 

Mr. Utrersack. In 1959. 

Mr. Meaper. In that year? 

Mr. UTrersack. Yes. | 

Mr. Meaper. And were you ever in the automobile finance business ? 

Mr. Utrersack. No, sir. 
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Mr. Meaper. Were you ever in the automobile business in any way! 

Mr. Urrersack. No, sir. 

Mr. Meaper. What was your occupation prior to being executive 
secretary ? 

Mr. Urrersack. I was a teacher, a teacher for some 28 years, and 
I would like to say, Mr. Meader, that many of our seniors graduating 
out of high school, the first thoughts in their minds jis to buy a car. 
This thing came to me very forcefully. Their first objective is 
evidently to buy acar. They go buy a car and the first question is, 
“How will I finance it?” 

And I have seen this time and time again, and I thought that this 
legislation that I introduced, after hearing the experiences from the 
members of the department of financial institutions, that this cer- 
tainly was in the public interest. 

Mr. Meaper. Your primary basis for expertise in this field is the 
investigation as a member of the State legislature? 

Mr. Utrerrsack. That is right. 

Mr. Meaper. You don’t pose as a real expert in the field? 

Mr. Urrersack. No, sir. 

The CuHarrman. Thank you very much. 

Mr. Tout. May I ask a question ? 

These interest rates, Senator, which you referred to in your state- 
ment, are they all below the ceiling under the Indiana law ? 

Mr. Utrernack. Yes. 

Mr. Toti. They were all below the ceiling ? 

Mr. Urrersack. Yes. 

Mr. Hottzman. Mr. Chairman, just one statement. 

I want to indicate that the witness was very kind in this case that 
he referred to. He said they were high interest rates. I think it was 
highway robbery. 

fr. Urrersack. That isright. Thank you very much. 

The CHarrmMan. Thank you very much. 

(Mr. Utterback’s prepared statement follows :) 

Mr. Chairman and members of the subcommittee, my name is Earl M. Utter- 
back and my residence is Kokomo, Ind. 


I am presently employed as executive secretary, Indiana State Teachers Re 
tirement Fund. I was elected a member of the State Senate of Indiana and 
served two terms. I was formerly a member of the house for a period of 6 years 
At the opening of the 91st session of the Indiana Legislature I was appreached bs 
members of the Department of Finance Institutions of Indiana and conferred 
with them for the purpose of discussing the possibility of introducing legislation 
to correct abuses in connection with time sales of automobiles. 

I should state that this agency of Indiana State government has supervision of 
automobile financing companies, consumer credit companies, building and Jean 
companies, State banks and all licensees and banks, both State and National. 

I received during the general assembly sessions a lot of information on which 
I made a study of problems involved. I reach, after careful examination of the 
situation, the conclusion that legislation was necessary to correct the aba+es 
involved in the financing of time sales of automobiles, 

I therefore introduced in the Indiana State Senate. senate bill 419. whied 
would have required disclosure to the retail buyer of any rebates of finance and 
insurance charges in installment sales contracts which the sales finance compats 

aid to the dealer originating the sales contract. 

The bill which I introduced into the Indiana Legislature would have reqniret 
sales finance companies to notify the retail purchaser of any finance charge of 
insurance charge rebated to the dealer originating the sales finance contracts 10 
excess Of a0 amount fixed by the department. 
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I felt that requiring this would lower participating allowances to a realistic 
and reasonable amount and restore competitive conditions to the market for the 
sales finance paper. 

Mr. Chairman, I, along with the other members of the senate, were vitally 
interested in the protection of the consuming public and were able to pass this 
bill through the senate by a vote of 4 to 1. 

Thereafter the bill was appropriately referred to the banking committee of 
the huuse of representatives. Unfortunately the bill never saw the light of day 
in the house. By coincidence the chairman of the committee was, as I under- 
stand it, a General Motors dealer. 

I, along with my friends in the general assembly, used every honorable means 
in attempting to get action on this bill from the chairman of the banking com- 
mittee, but to no avail. 

I appreciate this opportunity to express my views on this legislation contained 
in House bill 71. . 

I have been surprised at the statement that higher charges to time buyers 
would result if GMAC were separated. I was surprised than anyone would think 
that GMAC assured low rates to time buyers. The facts coming to my attention 
did not support any such contention. 

The practice of permitting unlimited and unregulated articipation allowances 
is definitely not in the public’s interest. 

The rebate is an additional expense to the installment buyer because it must 
be included in the total finance charge and must result in a higher finance 
charge. This also tends to restrict, if not eliminate, competition. 

GMAC is usually in a position to offer higher participation allowances to 
dealers than independent sales finance companies. 

Dealers are inclined to direct their business to the company which will provide 
the largest reserve. 

Competition for sales finance paper, therefore, is on a strictly competitive 
basis and the finance charge or rate to the consumer is given little consideration 
by the dealer who originates the contracts. The small operator cannot afford 
to compete in this type of market and will ultimately be squeezed out of busi- 
ness. The large finance companies will then have complete control of the 
market for sales finance paper. 

High rates are not accounted for by the difference between the charges of 
GMAC and other companies but by the packing of these charges. All companies 
permitted it because it was a competitive condition. 

No company seemed able to avoid it including GMAC. That is why I intro- 
duced the legislation to minimize packing through exposure. 

I may say here, Mr. Chairman, that the department of financial institutions 
gave us so much evidence of this practice and the practice of particularly young 
buyers of automobiles who would go into the salesroom and their big problem 
was “How will I finance it.” and of course that was taken care of by the dealer 
immediately, and it was convenient, particularly in certain salesrooms, for 
many to decide to finance it from certain companies. 

The Indiana Department of Financial Institutions referred to previously in 
this testimony brought proof. and members testified that the legislation for 
Indiana proposed in Senate bill 419 was definitely in the public interest. 

Members of the department stated that, by disclosing to the purchaser the 
excessive rebate charges, a healthy condition of competitive enterprise would 
prevail. 

The Indiana State Banking Committee was assured that by disclosure of the 
amount of participating allowances the public would know and would seek the 
finance agency and the dealer which rendered the best service at the lowest 
rates. 

The Senators, by passing Senate bill 419 by a large majority, went on record 
that the retail purchaser had a right to know exactly how much of the so-called 
finance charges were true finance charges and how much was paid back to 
the dealer. 

With the increased marketing pressures in the automobile business it was 
brought to light in Indiana that dealers were demanding increasingly greater 
participation in the finance charge and the major finance companies to a degree 
were able to uSe their superior borrowing powers to meet these demands. 

The situation, in my opinion, is reaching the point where the role of the 
marketplace is not one of equity. but what will the traffic bear? 
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As was brought out in the Senate hearings, some companies, including GMAC, 
have facilitated this activity by providing their dealers with variable rate 
charts, as 6-, 614-percent charts, 7%-percent charts, et cetera. 

And the dealer uses whichever one he thinks he can get by with, and the 
difference goes to him. 

I should like at this point to refer to invoice No. 18779, which I introduced 
before the Senate Subcommittee on Antitrust and Monopoly on Thursday, April 
16, 1959. It represents the sale of a new car to Charles T. King, Jr., of Muncie, 
Ind., by the Hedges Pontiac, Inc., of Indianapolis, Ind. 

The car was a new 1958 Bonneville convertible, and the invoice discloses that 
its total cash price, including optional equipment, was $5,600.07. 

The downpayment on the car consists of a trade-in of a Ford convertible 
which, after paying an unpaid balance on it, amounted to $1,659.97, leaving a 
cash unpaid balance of $3,947.03. 

This new Pontiac was financed by Hedges Pontiac through General Motors 
Acceptance Corp. 

There was no automobile insurance included in the transaction because the 
previous insurance on the Ford was to be transferred to the new car. 

The cost of financing the $3,947.03 cash balance amounted to $043.57 ar 
almost 25 percent of the unpaid balance. The monthly installments were 
$135.85 and the contract ran for 36 months. 

The charge per $100 for financing this new car was $8 per $100 per rear. 
No insurance of any kind was included in this amount. You will recognize that 
this is a very high charge. 

I should add that $8 per $100 when paid on a declining balance is just about 
double or almost 16 percent simple interest. You understand, that this contract 
is paid out in monthly installments. I have examples of other deals that are 
typical transactions. They are all GMAC deals. 

Now, Mr. Chairman and members of the committee, based on the finding of 
my State and included in my testimony, there is an extreme likelihood of munop- 
olistic practices where the manufacturer and the financing agency are one and 
the same combination. I think certainly the customers would benefit from the 
legislation proposed in H.R. 71. 

If GMAC was separated and made an independent then GM dealers cozld 
offer the plans of many finance companies and the banks to their customers. 
This is the kind of competition that should exist. 

Mr. Chairman, I have taken a lot of your time in talking about some of onr 
findings in our investigations in Indiana. I am interested in eliminating the 
kind of packs we found to exist. You may be wondering why I am down here 
before a Federal legislative body in support of antimonopolistic legislation. 

I feel strongly that if GMAC were to be divorced from GM and would have to 
stand on its own competitive feet, it would tend to eliminate the confusion and 
would tend to minimize the opportunity to pack their charges. 

Mr. Chairman, I feel your committee is on the right road to more econnnic 
freedom in America. 


The Crairman. Our next witness is Mr. David B. Cassat, presi 
dent of the Interstate Finance Corp., of Dubuque, Iowa. 


STATEMENT OF DAVID B. CASSAT, PRESIDENT, INTERSTATE 
FINANCE CORP., DUBUQUE, IOWA 


Mr. Cassat. Mr. Chairman, T want to thank you for your graciens 
invitation to appear here today and testify on this matter, because I 
have been interested in it a long time. 

T wish to present the following statement: _ . . 

Tam appearing before you today representing the American Fr 
nance Conference and my own company, the Interstate France Corp. 
of Dubuque, Iowa. IT wish to testify m favor of PLR. 71 because it 
will cure an intolerable situation of monopoly which has been tut 
up by General Motors and GMAC in the last 35 years, . 

Mr. Chairman, there seems to be a widespread feeling that CoM AC 
is sort of a “holy cow.” that nothing must be done to harm: this grit 
because it performs a service in its field better than anyone else, 
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The CHarrman. Of course it was said that what was good for Gen- 
eral Motors was good for the entire country. 

Mr. Cassat. I propose to you, gentlemen, that. H.R. 71 will make 
the services of GMAC available to all car manufacturers, automobile 
dealers, and purchasers of automobiles regardless of make and, if 
their service is better than that of anyone else, then this bill will 
achieve a great benefaction to the automobile industry and to the en- 
tire economy of this country. 

Why should their remarkably excellent services, so highly regarded 
by the thoughtless, be available only to the favored few ? 

I say to you, Mr. Chairman, that I invite, for myself and for all of 
the independents; I invite GMAC to come out from behind the skirts 
of her maternal benefactor and fight for this finance business in a 
free and competitive market in the United States and let’s see how 
good they are. If they are so important and so perfect, why are they 
not willing to give up all of the monopolistic and illegal practices 
which made them what they are today and compete on an equal basis 
with little people like my company ? 

I say illegal practices because they have been convicted criminally 
in the Federal courts of this country of these illegal practices. 

I want to remind you, these people owe the advantage they have in 
this market to the illegal practices in which they have indulged, while, 
over the years, they have shrouded theimselves in an aura of respecta- 
bility, which is no where supported by the records of the court. case 
or the facts of life in the automobile finance world. Their domination 
in this field has come from using their crushing size and power to 
destroy others and to gain favors in the financial marketplace and 
elsewhere. 

If they are so good, Mr. Chairman, on behalf of all of the inde- 
pendent finance companies and all of the banks who handle this busi- 
ness in their local communities cheaper and better than GMAC does, 
I invite GMAC to divest itself of all of its monopolistic power and 
illegal practices and serve the American marketplace complete. 

The CHarrMan. Let's pause a minute to see how respectable this 
company is. 

At the very present time they are in the courts charged by the Gov- 
ernment with violations of the Sherman Act and of other antitrust 
laws in cases involving earthmoving machines and diesel engines. 

Mr. Cassat. And buses. 

The CuHarrman. And buses. And they are under grand jury in- 
vestigation for various other activities, at this very moment. 

Now, I am going to place in the record as soon as I get the data, the 
number of times they have been accused of antitrust violations hereto- 
fore. I will get that data for the record and when I get it I will 
read it. 

Mr. Cassat. Thank you, sir. 

It is only through the long history of legal actions that we come to 
your committee today, supporting H.R. 71 because normally you would 
expect the antimonopoly laws of the United States to be enforced by 
the Department of Justice and to eliminate such situations as are 
clearly evident in the automobile finance picture. 

Going back to the 1930’s when nearly 100 percent of all automobile 
retail conditional sales contracts were sold by the dealers to finance 
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companies, there were threeeso-called “national” companies—GMAC, 
owned by General Motors, Universal CIT and Commercial Credit 
Trust. Each of these three national companies had a contractual 
relationship with a factory or complete ownership in the case of 
GMAC. They were purported to control 75 percent of the business 
and about 1,500 independents controlled the other 25 percent. 

The banks, gentlemen, didn’t begin to consider this business as 
legitimate business, and no respectable banker would be caught dead 
buying an automobile contract in those days. 

In 1936, when I was president of the American Finance Conference, 
a committee presented the facts in the automobile finance world to the 
Department of Justice with the result that an investigation was 
authorized. 

A grand jury indicted all of the three manufacturers and the three 
national companies. The evidence was overwhelming and Chrysler 
and Ford, with their finance companies, Commercial Credit and CIT, 
signed consent decrees agreeing to nondiscriminatory treatment of 
finance companies and to no factory affiliation with any finance com- 
pany, except that the decrees provided that GM was to be divested of 
GMAC. GM and GMAC stood trial on its indictment and was con- 
victed by a jury in 1949. This conviction was appealed and upheld by 
the circuit court and the Supreme Court. refused to review the decision. 

Gentlemen, if you want to read a hair-raising story of coercion, of 
outright, terrible coercion on American businessmen, read the record 
of that trial. Itisall in the record of the court. 

The Government filed a civil suit in 1940 seeking divestiture but trial 
of the suit was delayed through tactics well known to most attorneys, 
war intervened and when a consent decree was negotiated, effective in 
1952, the Government settled for nondiscriminatory agreements but. no 
divestiture. The reason given for the consent decree was to avoid the 
time and trouble of a lawsuit. 

And, gentlemen, those seven words come right out of that consent 
decree. Thisisactually the fact: 

That the reason that the consent decree says that they made this 
deal, to avoid the time and trouble of a lawsuit. 

The CuHarrMan. I think that is outrageous. 

Mr. Cassit. There is no question about it, Mr. Chairman. This is 
one of the most outrageous chapters in the annals of our courts and 
of the Department of Justice. There is no question about it. 

No one has ever been able to understand why such a consent decree 
was agreed upon by the Government. Divestiture is the only remedy 
to assure free competition in the automobile finance industry. 

In 1959, appearing before the Subcommittee on Antitrust and 
Monopoly of the Senate Judiciary Committee, former Assistant At- 
torney General Thurman Arnold summed up the legal situation, in 
regard to GM and GMAC, as follows, and I quote from the hearings 
on auto financing legislation, page 265; and remember please, now, 
that this is a former Assistant Attorney General speaking: 

(1) In my view the combination between General Motors and General Motors 
Acceptance Corp. violates every principle and policy embodied in the Sherman 
Act and particularly section 7 of the Clayton Act. 

(2) Were it not for the procedural obstacle that has developed due to the 


action of the Department of Justice in entering the decree in 1952, the suit could 
be successfully prosecuted. 
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(3) Nevertheless, in spite of the illegality of the manufacturer-finance com- 
binations which are before this commitree. the Government has itself in a pro- 
ecadural trap by virtue of the consent decrees of 1952 which make General Mo- 
ters immune from prosecution. These decrees are res adjudicata. They cannot 
bow be altered. Legislation is required to make General Motors. Ford. and 
Chrysler subject to the same laws as apply to other American corporations. This 
is net. as is charged. special legislation ta treat the antemebile companies dif- 
ferently from other industries. It is rather legislation by which the GMAC-GM 
eomnbination is to become subject to the same law as the GM-du Pont combination 
which bas recently been declared illegal. 

The Cratmrwas. And it is similar to the Paramount Pictures case 
where the Paramount Producing Co. had to divorce itself from 
Paramount Theaters. 

Mr. Cassar. Right. 

The Cuarruan. In other words, producers had to be divorced from 
distribution. 

Mr. Cassar. Right. 

The CnatrMan. There is not much difference. in mv opinion. 

Mr. Meaner. Would that not be more comparable to the dealers, the 
theaters comparable to the dealers, and General Motors comparable to 
Paramount ? 

The CHarrmMan. Ido not think so. I would be glad to discuss that 
with vou, but I do not think so. 

Mr. Cassat. Now, what has happened since the consent decree? It 
diln't take it long to happen because there was testimony offered in 
the 1959 hearings, previously quoted, that GMAC extends more than 
8) percent of the automobile installment credit extended by all sales 
finance companies on cars manufactured by GM. 

The Cnairman. Let me ask this question. Before the consent decree 
was entered, was your group consulted by anybody in the Department. 
of Justice? 

Mr. Cassat. George, did you hear his question? The three men 
that were in the courtroom that dav are all in the room, sir, Mr. 
Thomas Rogers, George Omacht, and I. 

They would not listen to us at all. They would not give us a 
hearing beforehand. 

The CHatrmMan. But before the entry of the consent decree, was 
your group consulted as to the nature of the matter ? 

Mr. Cassar. We asked for a chance to file a brief as amicus curiae. 
Thev refused it. They would not let us do it. 

The Ciatrman. They refused vour brief as amicus curiae? 

Mr. Cassat. That is right. 

The Coairman, Where was this? What court was this? 

Mr. Cassar. I beg your pardon ? 

The CHairman. Where was this tried, in what court? 

Mr. Cassat. In Chicago, the court of Judge La Buy. 

The Cirammas. Who was the judge? 

Mr. Omacut. Judge La Buy. 

Mr. Cassat. The same fellow that did not want to divorce du Pont 
and General Motors. The Supreme Court had to hit him over the 
head twice. 

If we ever get this up to the Supreme Court, Mr. Chairman, I think 
we know what the answer will be. I sure would lke to try. 

Now, what has happened since the consent decree? There was test1- 
mony offered in the 1959 hearings that GMAC extends more than 80 
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percent of the automobile installment credit extended by all sales 
finance companies on cars manufactured by GM. 

Now, that is what an independent finance company witness claimed. 
That was myself. If you will turn to page 482 of the 1959 hearings, 
I would like to show you on a graph here of what happened to the 
volume of automobile finance paper sold to automobile finance com- 
panies on General Motors products for the 10 years from 1948 to 1957. 

This graph shows that there are six companies graphed here specifi- 
cally, and then all the rest of them are graphed in one line. 

MAC—— 


The Cuarrman. What page is that? 

Mr. Cassat. Page 482, and this is the best illustration I know to 
prove to any reasonable person that the consent decree of 1952 did 
not alleviate anything. 

It just gave them a hunting license. 

i, have always called it a hunting license instead of a consent decree. 

started out in 1948 with about 18 percent of the paper financed 
by fasten companies. This does not include what is put mn the banks 
3 tall. This is the retail paper sold to finance companies. 

And of that, they had—this is not the General Motors products: 
this is all paper, all the paper sold to finance companies. 

It started out a little below 20 percent. In 1949 it went up to about 
27 percent. In 1950 it was a little over 29 percent. Then it dropped 
back in 1951 and 1952, and then the consent decree was entered, and 
look at them go. They took off. 

In 1953 they were up to 35 percent. In 1954 they were up to 38 
tee and in 1957 they were 41 percent of all the paper sold to 

nance companies. 

Now, that is what I claim. What did General Motors claim? They 
filed a statement which said that GMAC financed 46 percent and other 
finance companies 7 percent of all GM cars bought on credit in 1957— 
I was talking about. all the finance paper handled by all the com- 
panies; they are talking about their own products—with a breakdown 
of 41 percent and 7 per rcent for 1958. These relative strengths within 
the sales finance company business convert to 87 percent for GMAC 
and 13 percent for independents in 1957 and 85 percent and 15 per- 
cent in 1958. 

These figures eliminate the direct loans which automobile buyers ar- 
range for themselves with credit unions, banks, and so forth, and 
which dealers do not handle as well as purchases of dealer installment 
paper by banks and other agencies w hicks though competing for dealer 
patronage, are a different kind of financial institution and they make 
no attempt whatever to finance the industry. In 1941, contrasting the 
figure of 1957 and 1958, GMAC handled less than 47 percent of GM 
retail paper bought by finance companies. 

Mr. Meaper. Mr. Cassat, do you not think it would be proper at 
this point in your statement to tell what was financed by the banks? 

This table that he refers to at page 482 of the hearings is only the 
finance companies. Is it not true that during this period, about half 
the paper had been financed by the banks ? 

Mr. Cassar. If you will turn, sir, to page 480 of this document, 
you will find here for the years 1941 to 1957, leaving out the war years, 
the grand total of installment credit extended ; you end up in 1957 
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with a $42 billion figure, but only $16 billion of that is automobile 
da per. 

Now, on the next page there is a breakdown of the automobile paper 
as to who handles it, and, in the first column, you find what the sales 
finance companies handled; and in the second one, you find what the 
commercial banks handled; and in the third column, you find what 
al] others handled. 

Those are credit unions, dealers own finance companies where they 
carry some of their own paper. There may be a small amount there 
that has not been actually purchased by small loan companies. But 
that is all other, and it is not a very consequential amount. 

So that the figures that I have shown you in the chart relate to the 
third column or the second column there, the sales finance company 
volume. And what they did to us after the 1953 consent decree is 
shown very graphically here. 

GMAC's share of this market grew faster than GM's share of total 
car registrations over the 5-year period, and even rose in 1957, when 
GMs relative business volume dropped. With 1952 as an index of 
100, GMAC’s penetration in 1957 was 143.7, while GM's was 107.5. 

The AFC study was based on Federal Reserve Board statistics on 
extensions by sales finance companies on new and used passenger cars 
and commercial vehicles, with GMAC volume based on AFC esti- 
mates derived from GMAC annual reports and registration state- 
ments. 

GMAC filed with the Senate subcommittee a different set of figures 
on its share of the total sales finance company market, but when these 
are converted to index figures, the penetration pattern corresponds 
to the one prepared by the AFC. For example, the GMAC derived 
index figure for 1957 (1952=100) is 146.8, as against 143.7 in the 
AFC study. 

We are close enough together that I do not think we should argue 
about that. 

( The table referred to follows:) 


GMAC and GM market penetration 


GMAC (AFC study) GMAC (GMAC study) GM (AFC study) 
Percent of Percent of Percent of 
Year all sales all sales industry 
finance Index: finance Index: new-car Index: 
com panies 1952= 100 companies 1952= 100 registra- 1952= 100 
automobile automohile tions 
extensions extensions 
| re 29. 43 103.5 28.7 108.3 45. 38 108. 7 
» ios Ree ann ere 28. 35 99.7 26.9 101.5 42. 83 102.6 
VQ52. once ier es 28. 44 100.0 26.5 100.0 41.74 100.0 
Vas cohets wes e 35. 12 123.5 33.4 126.0 45.07 108.0 
VOMe oS eects 38. 16 134.2 35.7 134.7 30. 70 121.5 
1 is ae ee eee 38. 52 135. 4 37.3 140.8 %). 76 121.6 
3956.2 40. 29 141.7 38. 8 146. 4 50. 78 121.7 
1650 cc Sosscee cus 40. 86 143.7 38.9 146.8 44. 85 107.5 


Source: Federal Reserve Board G.20 releases, and AFC and GMAC estimates of breakdowns; R. L. 
Polk & Co. registration reports on new cars. 


Mr. Cassat. Now, I follow here with some tables, with the figures 
that substantiate that. I think I will avoid reading these in the in- 
terests of time, Mr. Chairman, and go on to the next page. 

73326 O—61—pt. 122 
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The volume of retail business for these years shows a pattern of 
growth for both GMAC and independents. But the disparity recurs, 
this time in the rate of growth. GMAC'’s retail automobile exten- 
sions in 1957 were 205.7 percent of its own volume for 1952, whereas 
independents’ retail] auto volume in 1957 was only 116.5 percent of 
their own volume for 1952. In the poor auto sales year of 1958, 
GMAC’s volume fell off, but still was 161.1 percent of its 1952 fig- 
ures, while independents slipped below their 1952 volume, to 92.4 
percent. 

Then in the table below you see the exact figures as reported from 
the Federal Reserve Board releases for industry totals and the GMAC 
reports on percentage to the Senate Antitrust and Monopoly Sub- 
committee in 1959 for the breakdown. 

(The table referred to follows :) 


Relative growths of auto volume, GAMC and independents, 1950-58— 
Amounts of retail ertensions compared to 1952 levels 


[Dollars in thousands} 


Total, sales Percent of Percent of 
Year finance GMAC own 1952 |Independents| own 1952 
. companies volume volume 

1 OBO 8 aoc kes oleee aes ce Sees $4, 096, 000 $1, 175, 600 82.6 $2. 920, 400 74.0 
WOODS cendwacses ae co cea vente 4, 277, 000 1, 150, 600 80. 8 3, 126, 400 79.2 
1992: 2 cewetee es a eae oe sees 5, 368, 000 1, 422, 600 100.0 3, 945, 400 100.0 
10532 cits Qeee doce waeweeeeetedes 5,971, 000 1, 994, 300 140.1 3, 976, 700 100. 7 
IONE cc Cocuwecetooans Mostuctnesee 5, 648, 000 2, 016, 300 141.7 3, 631, 700 92.0 
1955.2 o oes hk cotses oi escdkee te 8, 239, 000 3, 073, 100 216.0 5, 165, 900 130.9 
IVD: ccsdueensccecestataneeteceae 7, 347, 000 2, 850, 600 200. 3 4, 496, 400 113.9 
TO) od dee tenee oud tee cou sonews 7, 526, 000 2, 927, 400 205. 7 4, 598, 600 116.5 
1958: ocassoseesn aoa esate eee ck eons 5, 941, 000 2, 293, 200 161.1 3, 647, 800 92.4 


Source: Federal Reserve Board G.20 releases for industry totals; GM AC reports on percentages to Senate 
Antitrust and Monopoly Subcommittee, 1959, for breakdowns. 


Mr. Matretz. Mr. Cassat, do you feel that the sales financed market, 
that is, the business of buying sales installment contracts from the 
dealers, is a separate market from the business of lending institutions 
loaning money directly to borrowers ? 

Mr. Cassar. Yes, sir. 

Mr. Marerz. Why is that? 

Mr. Cassat. Well, now let me say two things about that. First, I 
have been racking my brain al} day, since this gentleman asked the 
question about the bank business today, as to where I saw these figures, 
but I cannot find them. 

The banks get, as I show you from the Federal Reserve figures, about 
43 percent of the automobile sales contracts, but over half of it, about. 
51 percent of what they get is direct loans to their own customers to 
buy cars, and they are reported by them as automobile credit extended. 
So really they have only about what—20 or 21 percent, perhaps, of 
actual conditional sales contracts purchased from dealers. 

Mr. Matetrz. Are banks which purchase sales installment contracts 
in direct competition with sales finance companies ? 

Mr. Cassar. Say that again? 

Mr. Maretz. Are not banks which purchase sales installment con- 
tracts from dealers in direct competition with sales finance companies ? 

Mr. Cassar. Well, now, they are and they are not. Let me tell you 
this. It did not used to be so respectable to buy on time as it has 
been since the banks got into the picture. In my-estimate, they have 
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originated perhaps half of the business they have that would not 
even be there if they were not financing the purchiases. 

Do you see’‘what I mean ? 

You cannot prove this. There are no figures that will ever prove it. 
But a lot of that paper is what you w ould call cream paper. They 
would say: 

Well, I would loan that fellow $2,500 on his note, if he wanted me to, but he 
came to me and wanted me to finance a car so I did it. 

Tama director of a bank. Wedoit all the time. 

Mr. Matrrz. The reason for asking this question is to determine 
what the relevant market is, and to determine whether or not there 
is competition so far as the dealers are concerned 

Mr. Cassat. Yes. 

Mr. Marerz (continuing). As between the sales finance companies 
as well as the banks themselves? 

Mr. Cassat. This is right. 

Mr. Maerz. Because if the banks are in direct competition with the 
sales finance companies, the figures that you have presented would 
not reveal the entire picture ? 

Mr. Cassat. Would not reveal the entire picture, that is correct; 
that is correct. 

Mr. Materz. Your figures are predicated on the assumption that 
banks are not in direct competition with sales finance companies in the 
purchase of paper from dealers ? 

Mr. Cassat. The way I like to explain it is this: The banks are not 
going to finance this industry. They will not loan these dealers all 
wholesale—I mean all of them. 

Sure, they might take one that is worth $2 million and has two or 
three farms and two or three office buildings, and a couple of motels, 
they might finance his wholesale for him on a plain note, skim off 
some of the cream, vou see, but they will not finance the industry, and 
nobody is going to finance it but the finance companies when the chips 
are down. 

The finance company finances the automobile industry, and don’t 
ever forget it. 

Where would they have been in 1932 and 1933 without us? They 
came out of that depression like a football fullback going through a 
hole through tackle. 

Why? 

Bee they had credit available so that every car they could pro- 
duce could be sold. If they had been dependent on the banks at that 
time, they would have been shut up for 2 or 3 more years. 

The banks will nev er, in my opinion, finance the automobile industry. 
All they are doing: (1) They are originating a lot of new business, 
people who would not buy on time if they could not do it at the bank; 
(2) They are skimming off some of the cream. 

But the finance companies are down here underneath the industry 
supporting it, two or three of us biding for every contract the dealer 
has, and the customer, outside of the pack, is getting the best deal he 
ever had. 

I want. to say something more. IT did not intend to say this. My 
company's yield on its retail paper per dollar, per annum, has gone 
down from 23.4 in 1936 to 13.4 today. Now, will you show me another 
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industry that in these inflationary times, in those 25 years, has re- 
duced their price? Show me one. 

We have. We have almost cut it in two. How? Bigger notes. 
Our average note used to be $280. Now it. is $1,800, $2,000. 

Bigger volume, mechanization back in the bookkeeping department, 
every possible economy known that we can dig up, plus the fact that 
our profits have been diminishing all this time to the point where 
everybody is beginning to wonder if he had not better be doing some- 
thing else, if it 1s going to be this kind of a rat race much longer. 

Mr. Manetz. Mr. Chairman? 

Mr. Cassat, may I inquire at this point with respect to your com- 
pany’s return. 

I take it you are talking about return on net. worth, your company’s 
return on net worth? 

Mr. Cassat. Yes. 

Mr. Maverz. And last year you said it was 13.5 percent ? 

Mr. Cassat. No, sir. I wish it had been. Last year it was less than 
10 percent on net worth. I said that the yield—now, this is a very 
difficult thing to get. straight. For pity’s sake, let us get this record 
straight on this statement. I have made. 

The yield per dollar per year, including all income, commission on 
insurance, everything that goes in, has gone down from 23.4 in 1936 
to 13.4 last month, the month of May. 

Mr. Hottzman. You say this is mn spite of the increased volume, in 
spite of everything else ? 

Mr. Cassat. In spite of the inflationary costs. The salaries are 
three times what. they were, vou know that, in 1936. 

Mr. Mreaper. I do not. understand this distinction between the net 
worth phrase that our counsel] used and your phrase per dollar per 
year. 

Now, is there a distinction ? 

Mr. Cassar. I have an accountant here, sir. Maybe I will get him 
to explain that a little later. 

I am talking about the yield that. we get. I am talking about our 
price to the consumer. J am talking about our price. It has gone 
down, down, down. 

Mr. Meaper. You are not talking about your profits, then? 

Mr. Cassat. No. 

Mr. Mraper. You are talking about your rates? 

Mr. Cassat. Now, if you want to talk about profits, I will talk 
about. profits. They have gone down, down, down, too. 

Mr. Marerz. Tamsorry. I was talking about this. 

In 1960, what was vour percent profit on net worth ? 

Mr. Cassat. In what year? 

Mr. Mauerz. 1960. 

Mr. Cassar. It was just under 10 percent. 

Mr. Maerz. You see, there was a tabulation placed in the rec- 
ord 

Mr. Cassat. GMAC was 20. 

Mr. Maerz. There was a tabulation placed in the record of the 
Senate Antitrust Subcommittee showing for 1958 

Mr. Mraper. What page is that ¢ 

Mr. Manerz. Pages 194 and 195. Well, 1957 apparently is the last 
full year for all the companies, In 1957, GMAC’s percentage profit 
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on net worth was 18.5 percent; Commercial Credit obtained a per- 
centage profit on net worth of 13.3 percent; Associates Investment 
Co., 19.3 percent. 

Mr. CassaT. What page is that ? 

Mr. MaLetz. Page 194. 

General Finance Corp., 18.3 percent; Southwestern Investment 
Co., 14.6 percent ; Interstate Finance Corp., Iowa, 16.9 percent; Allied 
Finance Co., Dallas, 23.1 percent; American Discount Co., 13.3 per- 
cent ; so, apparently, there is a great deal of similarity as bet ween the 
percent profit on net worth of the various sales finance companies, is 
that not correct ¢ 

Mr. CassaT. Yes, sir. 

Mr. Maerz. The range is bet ween 10 and 20 percent. 

Mr. Cassat. I cannot help but break in here to say this, Mr. 
Maletz 

Mr. Marerz. And GMAC's return in 1957 was 18.5 percent. 

Mr. Meaper. These are all after taxes ? 

Mr. Materz. After taxes. 

Mr. Cassat. I would like to say this, Mr. Maletz, in regard to the 
figures placed in the record by Mr. Yntema. On page 390, I listed 
the exact return on net income for the year to the average net worth 
at the beginning and end of the year. 

In 1957, it was 12.33. He testified it was 16-something. 

Mr. Mavetz. I remember that. I was quite curious about the dis- 
crepancy between Mr. Yntema’s testimony with respect to your 
company and your own figures with respect to your own company. 

Mr. Cassar. And this figure is corroborated by letter from Bauman, 
Finney & Co., our auditors. 

I will tell you what Mr, Yntema did. Mr. Jones has referred to 
doubletalk and innuendoes and soon. I would not accuse Mr. Yntema 
of making anything but a mistake in this case. He left out all of 
our preferred stock in figuring our return on our net. worth, and his 
figures just are not true. 

Our auditors sent us the right figures and I put them in the record 
here later in the same hearing. 

So Mr. Yntema was seeking an advantage that I took away from 
him as far as my company 1s concerned and told the truth. Our 
figures are shown on page 390 for the 5 years under question as certi- 
fied to by our public accountants. 

A significant contract of the opportunities for independent sales 
finance companies In the GM market and the Ford market can be 
drawn from data in the Senate hearing record. 

Sales finance companies provided the installment credit for about 
one-fourth of all new-car sales by Ford Motor Co. dealers, according 
tothe manufacturer's spokesman.? 

This 25 percent of total sales can be translated to an estimated 
58 percent of all installment contracts sold by Ford dealers, 1 in- 
dustry averages for 1958 are applicable. (Note: This was before 
Ford had reentered financing.) The Federal Reserve Board esti- 
mates that 62 percent of new cars were sold on time. Assuming 
that the FRB's report that 70 percent of auto mstallment credit ex- 
tensions (new and used) was dealer paper also holds for new cars 





1 Senate hearings, 1959. op. cit., p. 204. 
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alone, it follows that 43.4 percent of total sales were sales involving 
dealer paper. Related to this figure, the 25 percent of total car sales 
handled y independent finance companies becomes 58 percent. of 
the market in dealer paper. Purchases by banks and other institu- 
tions, and the few contracts held by dealers would be in the other 
43 percent. 

I would like to refer you again to the report, and please turn to 
page 61. I put into the record in the other hearing the amount of new- 
car paper we were able to get from the various manufacturers, and 
related it to their percentage of new-car sales in the country. 

I could not get them for my territory, but I used the national figures 
for distribution. 

General Motors registered tn the United States, averaged 1950-54, 
the 5-year total, inclusive, 45.37 percent of all cars registered ; Chrys- 
ler, 18.57; Ford, 25.12; and others, 10.94. 

In the fourth column you find our percentages of new cars financed 
related to the percentage of manufactured makes. We got 19.76 per- 
cent of our new-car paper on General Motors products while they 
were making 45 percent of the cars, and let me remind you that during 
those 5 years a lot of that came from used-car lots from wheeler-and- 
dealer operations where they bought new cars off the new-car dealers. 

Chrysler—we were ahead of the factory’s share. The factory share 
was 18.57 percent of the market. Of our new cars financed, 23.2 per- 
cent were Chrysler products, so we found it easier to get. 

Ford, we were just about on target. They had 25.12 percent: 
24.9 percent of ours. 

Now, look at the Hudson, Nash, Studebaker, Packard, Willys, 
Kaiser, Henry JJ., and all others. They only made 10.94 percent of 
the market, but they furnished us with 32.14 percent of our new-car 
volume. 

What do you think of that for being a handicap in getting business ? 

And let me say, too, now, Mr. Chairman, I want to make one point 
very clear. The banks do not have any more luck penetrating Gen- 
eral Motors dealers than we do. There was a banker who testified 
at the Senate hearings in detail about this, and I think he is going to 
testify in this hearing, and we will see if he has done any better in 
the last 2 years. 

But the banks, in general, have no more luck breaking into this 
GM market than the finance companies do, and this in spite of the 
fact. that their rates are lower, usually, than GMAC. 

Mr. Maerz. Mr. Chairman? 

M : CassaT, are your rates higher, comparable, or lower than GMAC 
rates ¢ 

Mr. Cassat. They are comparable. There are some places where 
we give service they do not. 

Mr. Maetz. May I direct your attention to testimony by an official 
of the Ford Motor Co. before the Senate Antitrust Subcommittee ? 

Mr. Cassat. What page? 

Mr. Marerz. He testified that GMAC offers finance and insurance 
rates lower in most areas than other finance companies. 

For example, Mr. Yntema testified that GMAC has loaned money to 
GM dealers to carry their inventories of new cars at rates generally 
about one-half of 1 percent lower than those offered by other finance 
companies. 
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Is it or is it not a fact that GMAC’s wholesale rates to finance the 
dealers’ purchases are less than its competitors? I am talking now 
only about. wholesalers. 

Mr. Cassat. Right. 

Yes. sir; and I will tell you why. 

A General Motors dealer. and I am talking now about a General 
Motors dealer, one who goes all the way, is one of the family. He 
has to sign a power of attorney. 

They can ship him any cars they feel like, and they do. And 
they load him up to the cracking point. Now, the cracking point is 
where he quits trying. They joachim up with 60 days’ supply, 45 
days’ supply, and toward the end of the season they will clean out the 
slow sellers and send them to their dealers. 

They have the power of attorney to do this. They know the way 
to make a dealer sell the most cars is to have him have a big, heavy 
inventory on which he is paying finance charge and, to do this, they 
have a lower rate. Now, that is the mobility of ees 

Iam coming to that a little later. I want to talk about those five 
pockets. This is one of the hidden ones. 

Mr. Marerz. Mr. Yntema of the Ford Motor Co. testified, as fol- 
lows, before the Senate Antitrust. Subcommittee at page 200, and I 
quote: 

On retail sales) GMAC also has provided financing and insurance at rates 
Substantially below those generally made available by other finance companies. 
GMAC has offered financing and insurance services on retail deals without push- 
ing extras that have high margins of profit to be split between the finance com- 
pany and the dealer. 

It has provided a streamlined financing and insurance service for dealers 
and consumers without the inclusion of high-cost frills. 

It has made these services available to GM dealers at rates generally lower 
than those offered by competing finance companies. Many banks offer those 
services at rates as low as or even lower than those charged by GMAC, 
but banks are often more selective in risks they take, and there is fear in some 


quarters that bank financing may not always be available as a source of funds 
when credit is tight. 


Could the subcommittee, sir, have your comments on this portion 
of or. Yntema’s testimony ¢ 

Mr. Cassat. Well, this, to my mind, explodes the idea that Gen- 
eral Motors gives the lowest rates. The banks give the lowest rates. 
Almost in every instance, especially if the customer goes direct to 
them, they give the lowest rates. 

Mr. Maerz. You said the banks were not in direct competition 
with sales finance companies, but the question is: 

Does GGMAC eronile lower rates to dealers than independent sales 
finance companies ? 

Mr. Cassar. We match them several places. So does everybody 
that ae any business. We do not match them straight across the 
bourd. We will not finance the fellow they will not at those rates, 
and we find some of that. They do not. give the service we do, Mr. 
Malerz. 

Mr. Maerz. Let me ask you this general question. 

Is it correct that on retail sales GMAC has provided rates sub- 
stantially below those of its competitors 

Mr. Cassat. No, that is not true. 

Mr. Maerz. Then let. me ask you this. 
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The same gentleman, Dr. Yntema, testified before the Senate Anti- 
trust Subcommittee that rates charged by independent sales finance 
companies have been about $65 to $100 higher than GMAC rates to 
dealers. Is that. correct? 

Mr. Cassat. I think in my statement I have some figures that ac- 
pees come out to $60 a car, which is simply the mobility of the 
subsidy. 

Now, let me say this, and this you have to get clear, gentlemen, if 
you are going to understand the automobile finance business. 

These five pockets of subsidy, these five pockets of income the 
dealer has, are just like the old-fashioned shell game, only there are 
five shells on the table instead of three. 

There is still only one pea, the pea being for profit, the dealer's 
profit, and these five shells are here and that pea is in there some- 
place, but you cannot tell whether it is in the finance pack, whether 
it is in the low wholesale rate or whether it is in getting him a few 
of the cars he wants right away, this week or next week, diverting 
them from somebody alse, or whether it is over here in bringing 
him some additional insurance business even on cars he did not sell. 
sniping it from some other dealer and bringing it in here. 

You never can tell right where the pea is, but it 1s there. It is 
under one of those five shells. It is a shell game that GMAC and 
General Motors work together that gives you a great mobility to 
this subsidy. 

And if you think you are getting a low rate, look at their profits 
That is the answer. Look at. their profits. They are Bae to AI 
percent after taxes in every one of their corporations, and this is a 
top-level policy decision. 

Mr. Marrrz. If General Motors dealers sold their paper to GMAC 
at lower rates than they sold their paper to independent sales finance 
companies, one would assume that. General Motors dealers’ car prices 
to the consumer would be less than the prices charged by non-GM 
dealers, is that right ? 

Mr. Cassat. That is right. 

Mr. Matertz. Is that the fact, sir? 

Mr. Cassar. Let. me state a historical event that proves the mght 
answer to this. 

Commercial Credit had all of Chrysler's business, just as tight as 
they could make it. If you gentlemen could have seen the contract 
that Chrysler had with Conmercial Credit. It was described to me 
by a Department of Justice official as the most. heinous, deliberate 
violation of the U.S. laws that they had ever found. They subpenaed 
this contract and got it. 

These fellows did not have time to telephone each other and burn 
itup. This contract provides that Commercial Credit will pay Chry- 
sler 10 percent of their profits every vear, in return for which Chrysler 
will force their dealers to give all their business to Commercial Credit, 
and they go in detail paragraph after paragraph describing the kind 
of things they will force them to da. 

Mr. Touu. They had a few tie-in sales, in other words? 

Mr. Cassat. Absolutely. There were details put inthis. There was 
a great deal of fear expressed among some. of the independents that 
when Commercial Credit agreed to its divestiture of its Chrvsler 
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eae they would go out and swamp us fellows, just lick the pants 
off of us. 

What happened? 

Nothing, nothing at all. Their rates did not go up. They did not 
goup. They did not go down below us to murder us at all. They 
became an independent finance company. We live with them in 
friendliness and in all candor we are just out getting the business 
just ike a couple of small boys from Iowa or any other place. It 
did not hurt the industry a bit, and it will not hurt if GMAC is di- 
vested, not a bit. 

It will clear this whole thing up and we will be equals in the market- 
place. There will be no club back here in the shadow. 

And this is what we ought to have in this country. We ought to 
have a free marketplace where a little fellow and a big fellow can get 
along without any clubs. 

The CHarmmman. Continue with your statement. 

Mr. Cassar. Yes, sir. 

Analyzing the GM new-car market by the same approach, with the 
assumption that 70 percent. of total auto credit was dealer paper, inde- 
pendents handled 10 percent of installment contracts made by GM 
dealers, while GMAC handled 59 percent. This leaves 31 percent for 
purchases by banks and others, and dealer-held paper. 

Independents’ 10 percent share of the GM dealers’ installment paper 
market for new cars as against their 58 percent share of the Ford 
market, before Ford reentered financing, points up their heavily cur- 
tailed opportunity when competing with the factory-owned finance 
company. 

GOOD SERVICE REQURIES FACILITIES 


I have a chart which shows that, if Genera] Motors Acceptance 
Corp. gives such good service, if somebody thinks they give good serv- 
ice, it isn’t GMAC that does it, it is the poor dealer. 

The dealer does al] their collecting. He makes out all the contracts, 
dends them in to GMAC, waits for his money, then he collects them all 
and has to sell all the repossessions and all that. sort of thing. 

In order to finance their enormous business, they have only 272 
offices in the entire United States. This chart here gives you the dis- 
tribution by States of the General Motors Acceptance Corp. offices 
compared with the offices operated by the members of the American 
Finance Conference which total 1,791 offices in the United States. 
The offices of the CIT and Commercial Credit amount to 713, making 
a total of 2,504 independent finance company offices in this country 
compared with 272 offices of GMAC. 

o do you think gives the best local service ? 

The CuarrMaNn. Is that a part of your statement ? 

Mr. Cassat. Yes, sir. 

The CHarrMan. We will put that. in the record. 
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(The chart referred to follows :) 


Geographical distribution of sales finance company offices (independent and 
GMAC) and automobile dealer franchises, 1959-60 


Independent sales finance 
company’s offices 





Dealer GM Grand | Grand 
State franchises, | GMAC dealer total, | total, 
AFC U.8. makes,| offices 4 fran- offices | fran- 
member | Others? | Total | non-GM 3 chises chises 
com- 
pany’s! 
AMDEINE. «555352560600 38 16 54 371 i) 268 63 639 
CT NEA eed | oe ee ere eee |) Ae ee eee Ee Ucsitaw sends. ee Naa daiwa RS 
py ne a ee 14 4 18 172 2 107 20 27 
RYROTIGOB oo cs ce caccumis 5 20 25 276 2 218 27 44 
COROTOIG.. Sennantnduted 36 28 64 1, 630 18 905 82 2, 535 
oo a 40 7 47 381 2 220 49 601 
Connecticut.........-- a 6 9 15 395 4 203 19 §O8 
DROIRWEIG oo 6 oe xsl aseatalestaacehah 2 2 56 1 46 3 102 
District of Columbia. -.. 7 2 i) 34 1 19 10 53 
Ty eS ee 66 27 93 552 ll 320 104 872 
COOPRID ss. acacupcasadvace 80 19 99 558 ll 414 110 972 
po SN , PE RS pe Sees en 2 0 2 34 1 21 3 55 
LO i PRS LN RES, 7 5 12 271 1 149 13 420 
RISUN  cfec ee og areca 102 26 128 1, 663 ll 1, 109 139 2, 772 
WO S 52 dandeacannend 111 20 131 895 \ 595 139 1, 490 
(Oy a pe oe 49 13 62 991 5 724 67 1,715 
a ae ee 2 65 12 77 679 4 536 81 1,215 
MON GIOR Fo on nc cncecceans. 72 14 86 478 7 348 93 826 
Ls) an, ie ee aS 45 15 60 390 6 250 66 640 
ON aS aa Se See i) 9 233 1 145 10 37 
ey Sa ee 15 13 28 367 2 183 30 550 
Massachusetts.._..---.-- 6 18 24 743 S 426 32 1, 169 
pT, pe ne 56 27 83 1, 328 12 S68 95 2, 196 
PAREIOROER, oo sec onancece 22 11 33 1, 020 2 701 35 1,721 
Mississippi -------- a= +e 18 28 46 387 g 269 55 656 
DOORS ac opens aveetas 41 18 59 801 3 576 62 1,377 
PAOMUBISRE £00 6 Sas seesec 3 6 i) 309 3 213 12 5 
te Oo Caan ache Rees 25 5 30 497 2 362 32 859 
NAVE 5.552 26utécb ee 1 2 3 69 1 40 4 109 
New Hampshire--------- 3 3 6 185 2 125 s 210 
New Jersey....---------- 23 15 38 882 6 412 44 1, 294 
New Mexico.....-----.-- 28 5 33 175 1 129 34 304 
NOW WOT Soon caccnaas 33 41 7 2, 004 19 1, 080 93 3, O84 
North Carolina... .---~-- 90 26 116 725 q 482 125 1, 207 
North Dakota.-_-_-...---- io] 5 14 356 2 238 16 54 
OG 2nGet sac ck wemnnas 126 31 157 1, 597 14 996 17 2, 593 
CORMNOMS. wv ecisccdvcens 38 13 51 505 3 446 54 951 
i. See 17 6 23 396 1 242 24 638 
Pennsylvania___.....----. 85 39 124 2, 113 14 1,145 138 3, 258 
Rhode Island__....-_---- 1 2 3 114 1 56 4 170 
South Carolina... ..-.--- 55 12 67 259 4 207 71 466 
South Dakota____.------ 3 2 5 345 1 208 6 553 
TL OO aa ati onamrades 59 14 7k 439 6 290 79 729 
@XAS....-.... ty). bios 127 59 186 1, 679 21 1, 239 207 2, 918 
io) a 14 5 19 1 1 119 20 304 
io) a eae) ees ae 4 4 139 2 89 6 228 
ViPWiR 5 cence soeae wis 26 16 42 644 3 414 45 1, 058 
Washington. __...-__._-- 4 5 9 450 4 275 13 725 
West Virginia. ._.....--- 5 13 18 455 6 243 24 
Wisoonain. << oo5i25552560 102 18 120 1, 030 4 746 124 1, 776 
ei) ee hae 12 3 15 150 1 114 16 264 
jh) | (eer es T 1, 791 713 2, 504 30, 459 272 19,566 | 2,776 50, 025 


1 American Finance Conference Membership Directory, 1960. 

2 Universal C.I.T. Credit Corp. and Commercial Credit Corp. records, 1960. 

3 Automotive News 1960 almanac issue. (Includes repetition of multiple franchises. Net dealer figures 
not available by States. National net dealerships, January 1960: GM, 14,427; others, 20,602.) 

4QMAC Annual Report for 1959. 


NoOTE.—Sales finance offices not handling auto paper are excluded where identifiable. 
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Mr. Cassat. The chart is there. 

The CHairMan. What. page of your statement is in the record? 

Mr. Cassat. Iam told it is insert after page 10. 

Mr. Mraper. It is entitled “Debt and Net Worth of Selected Sales 
Finance Companies.” That doesn’t say anything about geographical 
distribution. 

Mr. Cassat. There are two charts that have been put in this thing 
together and it is the second one of the two. 

Mr. Meaper. Oh, I see it. 

Mr. Cassat. Now my next subject here is the monopoly power in 

borrowing and building a financial structure, 
_ Tam going to pass over this geographical distribution. I have it 
m there and we won't spend any time on it. It is just a little item 
to show the independents are better equipped with local services, with 
local offices, to give local services. 

To go on to this monopoly power in borrowing. It is axiomatic 
that a sales finance company, to operate profitably or at all, must. sup- 
plement its capita] in substantial multiples with borrowed funds. In 
the early days, borrowed funds were most difficult and expensive to 
abtain. Banks were wary of this new “consumer credit,” nearly all 
avoided entirely any direct’participation, and only the most progres- 
sive offered lines of credit, in modest amounts, to this new type of 
hnancial intermediary. In spite of their initial inhibitions, however, 
commercial banks did develop into the principal supplier of the bor- 
rowed funds for sales finance companies. 

The establishment of many sales finance companies and their rapid 
growth after World War I and the concurent expansion of the motor 
vehicle industry could not have taken place as they did if sales finance 
companies had not qualified for sizable volume of bank loans. 

This chart entitled “Debt and Net Worth of Selected Sales Finance 
Companies” which was misplaced in vour document there, sets out 
the structure of liabilities of selected sales finance companies covering 
the prewar period of 1924 to 1939 taken from the study of Wilbur 
Plummer and Ralph A. Young, “Sales Finance Companies and Their 
Credit Practices.” published by the National Bureau of Economic Re- 
search, New York. 
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(The chart referred to is as follows :) 


Debt and net worth of selected sales finance companies, 1924-39, in percent of 
total liabilities or of total assets 


National companies Regional companies Local companies 
Short- Long- Net Short- Long- Net Short- Long- Net 

term term worth term term worth term term worth 

debt debt (equity debt debt (equity debt debt (equity 

funds) funds) funds) 
1924__.._.. G8.) Voie tires 22.9 62.8 loo cawuws 36. 9 62.7) ecieeee 33.0 
1925.....-.. 68. 1 2.3 21.1 54.8 10.5 25.4 60. 3 1.1 27.9 
1926.......- 61.5 11.5 18. 6 45.3 18.3 26. 5 59.0 .9 Zz 0 
1927 ....... 49. 0 22.0 20.5 43.6 15.0 31.9 NG; O feat tae ces 2.2 
1928......- 53. 6 16. 3 20.4 1 50.6 18.7 131.0 SOS Le oes ne 31.6 
1929....... 50. 5 13. 3 25. 8 42.4 9.1 38. 8 57.8 1.0 31.6 
1930......- 43.7 13. 4 29.8 133.3 13.7 1 50.6 §2. 1 1.2 37.2 
1931 -. 40. 6 14.3 33.8 35. 5 8.8 38. 6 55. 5 9 39.7 
1932. .....- 14.7 18. 2 §2. 6 20.3 9¥.7 55.9 38. 4 1.3 51.6 
1933......- 35. 5 7.9 41.6 33.0 5.9 47.6 50.9 .8 46.5 
1934......- 46.1 4.7 33. 6 41.1 3.6 40.0 51.9 .6 38. 6 
1935....._- 51.1 5.0 7.8 55. 0 1.9 30. 6 61.3 .5 29.2 
1936....... 45.3 17.7 20.4 51.7 8.0 2.5 60.5 2.6 27.9 
1937..._._. §2.5 17.9 18.3 56. 1 6.8 26. 5 62. 6 1.5 27.7 
1938....._- 33. & 23.9 27.8 38. 3 9.8 40.3 §2. 4 1.7 38. 6 
1939_.....- 41.5 16.9 23.6 38.9 5.1 37.8 57.2 5.1 32.2 


' Based on data for 4 companies only. 


NoteE.— Data for 1924-33 obtained from National Credit Office, Inc., on companies using commercial 
paper; data for 1934-39 direct from companies. Percentages do not add to 100; the difference represents 
corporate reserves. Composition of groups: National companies—QGeneral Motors Acceptance Corp., 
Commercial Investment Trust, Inc., and Commercial Credit Co. for all vears, Universal Credit Corp. 
from 1928; regional companies—Associates Investment Co., National Bond and Investment Co.. Pacific 


Finance Corp. of California for all years, Maytag Acceptance Corp. from 1927; local companies— sample 
of 13 for 1924-33, of 40 for 1934-38 and of 24 for 1939. 


Source: Wilbur C. Plummer and Ralph A. Young, ‘‘Sales Finance Companies and Their Credit Prac- 
tices,’’ National Bureau of Economic Research, New York, 1940, p. 62. 


Mr. Cassat. Particular attention is directed to the conservative 
“leverage” on equity funds. Leverage ts the ratio of borrowings to 
capital funds—a “yardstick” developed by bank creditors. Equity 
funds during the period, except for isolated cases, consisted wholly 
of the on dee ack and surplus of the companies; subordinated and 
Junior subordinated debentures were not as yet elements of debt, nor 
of “capital funds.” 

Subordinated debentures were first. publicly sold by one of the in- 
dependent finance companies that formed the American Finance Con- 
ference in March 1936. After the war, this type of security became 
widely accepted and changed the structure of finance companies 
materially. 

The largest post-war costs that had to be absorbed were the in- 
creased taxes and, in the problem of preserving the low prevailing 
rates of finance charges to dealers and their customers, these new 
subordinated debentures proved to be an important tool. 

1) Since it was subordinate to all ae senior borrowings, in 
order of liquidation priority, it combined with the capital net worth 
of the company to broaden the “capital base,” or “borrowing base,” 
upon which to “construct” senior debt. This broadened borrowing 
base soon became generally accepted by both senior long-term and 
' short-term creditors as equal to the former borrowing base of strictly 

orthodox liquid net worth, or equity funds. 

(2) Since subordinated debt qualified as debt because of its definite 
maturities, the interest paid on subordinate debentures was an ex- 
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pense deductible for Federal income tax purposes, as dividends on 
capital were not. 

t followed, therefore, that those companies which could pyramid 
the greatest extension of debt structure could enjoy competitive ad- 
vantages denied to those less fortunate, especially because of the tax 
disadvantage. 

The etfect of debt leverage on items of cost can be simply illus- 
trated. In the following illustrations, a profit objective of 20 percent 
return, after Federal income tax, on common equity for average out- 
standing receivables is assumed, and interest. cost of 4 percent is 
assumed. 

There is an asterisk there. The reason we took these 1s because 
General Motors Acceptance Corp. average return for 1954-59 was 
20.4 percent, for 5 years they earned 20 percent, on common net. worth 
after tax which corresponds to General Motors target profit of 20 
percent but is markedly higher than other finance companies return. 
Interest. costs of GMAC for 1957 were 3.85 percent. We rounded 
these out and used them here, since GMAC is strictly a sales finance 
company and has no loan a ss in its port folio. 

Operating costs, because leverage does not affect them, are omitted 
from consideration to simplify the illustrations. 

Now, in this first chart a companv operating without. any debt. would 
have the following cost of funds charges to pass on to its customers. 

It wonld pass 20 percent profit. and 21.67 percent income tax, and 
you would have to charge the customer 41.6/ percent on his money 
per vear in order to make 20 percent. 

The Cuammay. Isn't this what you are driving at—and it is devel- 
oped very logically in the staff report of the Senate Subcommittee on 
Antitrust and Monopoly which says the following at page 72: 

Since GMAC is able to obtain money by publie borrowings on a basis of approxi- 
mately $05 of borrowed money to every $5 of GMAC's equity because of its affilia- 
tien with General Motors, while independent finance companies have to obtain 
funds with which to compete on the borrowing basis of approximately $30 to 
every $5 of invested capital. it is apparent that GMAC can operate on a lower 
money rate of return and still make the same yield on its equity capital as any 
of its competitors. Money is the inventory of the finance business. The higher 
the borrowing ratio, the better the competitive position of the company able to 


obtain such ratio. It would appear from that that General Motors Accetpance 
Corp's advantage on this point is directly attributable to its affiliation with 


(reneral Motors. 
Mr. Cassar. This is correct. 
These only simplify 
The Cuamsaan. That is what vou are trying to drive at? 
Mr. Cassar. This merely simplifies the arithmetic. oe 
This company is a company that didn't borrow any money it Just 
lmaned out of its own capital. ; . 
The next company is orang 9 to 1, nine times its equity net capl- 
tal common stock, Nine units at 4 percent, the interest would be $36. 
They want a profit of 20 percent. It takes 21.67 percent to pay 
the income tax on the earnings. 
So your 10 units cost 77.67, or per unit $7.76. 
This per unit was $41 that fellow had to make to make 20 percent. 
The Chairaan. Put those charts in the record. 
Mr. Meaper. They are in the record. 
Mr. Cassat. Yes, sir; they are right on this page. 
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(The charts referred to are as follows:) 


Illustration 1—No debt 


Percent 

IMterest 100) CeDt 2.2. ooo eo i Oe eee ee ce None 
Profit, after tax, on total common equity___--_--.-----.------- 20. 00 
Income tax at 52 percent (52/48 of 20 percent) _--_-----~--..---- 21. 67 
Per-unit cost of funds per annum______--_~---- ~~ 41.67 


Assume now the introduction of debt of nine times common equity, or a lever- 
age of 9 tol: 
Illustration 2—$9 debt to $1 capital 


Percent 

Interest on 9 units of debt at 4 percent (94 percent) _..-_.--___--_-- 36. 00 
Profit, after tax, on total common equity___-..-._.-_-_- 2 20. 00 
Income: TAX O00: Dro li Gantcce toe ee ocean deteecwuee eee 21. 67 
Total cost of funds for 10 units (9 to 1)_---2 77. 67 
Per-unit cost of funds (77.67 percent +10) _._-__..-_--_ 7. 76 


With a debt of 19 times common equity, or a 19-to-1 leverage, this picture 
emerges: 


Illustration 83—$19 debt to $1 capital 





Percent 

Interest on 19 units of debt at 4 percent (194 percent) _.____-__-_-______- 76. 00 
Profit. after tax, on total common equity__-_-._____-_---_-_--__ 20. 00 
Income tax: (On: DrOfitweds 2.26 Joe oe hee ee ee 21. 67 
Total cost of funds for 20 units (19 to 1) _----- 117. 67 
Per-unit cost of funds (117.67 percent + 20)___-__----_----.--_______-_ 5. 88 


Thus, in illustration 1, with no debt, the per-unit cost of funds to be paid by 
the consumer is 41.67 percent. In illustration 2, with a 9-to-1 debt ratio, the 
per-unit cost of funds to be paid by the customer is reduced to 7.76 percent. And 
in illustration 3, with a 19-to-1 debt ratio, the per-unit cost of funds to be paid 
by the customer is reduced to 5.88 percent. 


HOW PYRAMIDING AFFECTS RATES 


Whether comparative ratios are expressed in terms of risk assets or in liabili- 
ties, they reflect an increasing competitive advantage in the range of rates than 
can be offered as the pyramid grows higher. 

The competitive advantage of pyramiding appears more clearly by elaboration 
of the 19-to-1 and 9-to-1 examples previously cited and the addition of a 4-to-1 
ratio, to represent small companies. The 19-to-1 ratio is double (plus 1) the 
9 to 1, and the latter in turn holds a comparable advantage over the 4 to 1. 
The following shows how this advantage makes a difference in Spreading the cost 
of profit and income tax in the rate charged. 


FOUR-TO-ONE RATIO 


Profit : 20 percent. five units of funds: 4 percent per unit of funds. 

Tax : 21.67 percent. five units of funds; 4.33 percent per unit of funds. 

Per-unit profit-and-tax charge that must be added to interest and operating 
costs, 8.33 percent per annum. 


NINE-TO-ONE RATIO 


Profit : 20 percent, 10 units of funds: 2 percent per unit of funds. 

Tax: 21.67 percent, 10 units of funds; 2.16 percent per unit of funds. 

Per-unit profit-and-tax charge that must be added to inferest and operating 
costs, 4.16 percent per annum. 


NINETEEN-TO-ONE RATIO 


Profit : 20 percent, 20 units of funds: 1 percent per unit of funds. 
Tax : 21.67 percent. 20 units of funds; 1.08 percent per unit of funds. 
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Per-unit profit-and-tax charge that must be added to interest and operating 
costs, 2.08 percent per annum. 

Favorable per annum differential over 9-to-1 company, 2.08 percent. 

Favorable per annum differential over 4-to-1 company, 6.25 percent. 

Mr. Cassat. This 1s complex but it is absolutely correct. 

Now, here is your comparison. Company A, 41.67; B, 7.76; C, 5.88. 
That is the comparison of what the rate per unit cost 1s to get 20 per- 
cent profit. 

Now, here is your 60 dollars per car, Mr. Maletz, here 1s your $60 
per car that Mr. Yntema was talking about. It is all in the borrowing 
power, every bit of it. 

Now, we cut down to 15 to 1, not 19 to 1,15 to 1. The interest cost 
is 36: earnings 33.85, total 167.44. 

The same cost to produce the same profit in the other company 1s 
98.26, the difference is $60 and this is what Mr. Yntema was talking 
about. 

Mr. Maerz. Mr. Cassat, may I interject at this point? On this 
entire question of leverage, may I direct your attention to a state- 
ment submitted for the record in the hearings of the Senate Antitrust 
Subcorimittee at page 455 and I am quoting, from General Motors 
statement : 

An attempt has been made to show an advantage exists by reason of the fact 
that so long as GMAC is owned by General Motors it can borrow up to 200 per- 
eent of its equity capital through issuing subordinated notes but only 133 percent 
In the absence of GM ownership. However, at the end of 1958, the amount of 
GMAC's subordinated indebtedness in relation to its equity capital was 192 per- 
eent. CITT has the right to borrow 125 percent in the form of subordinated 
indebtedness, but at the end of 1958 its outstanding subordinated indebtedness 
wax only 7 percent of its equity capital. Thus the witness’ own company, CIT, 
can if it wishes approximate the existing GMAC relationship between subordi- 
nated notes and equity capital. There is no basis for the contention that GMAC 
is obtaining any financial advantage. 


Let me have your comments on that.? 

Mr. Cassar. I would like to comment on that as follows: On 
page 16— 

Mr. Marerz. Did I anticipate your statement ? 

Mr. Cassat. Yes. Youare just a page ahead of me. 

Thus it can be noted that leverage gives the 19 to 1 company a cost 
advantage over the 9 to 1 company about equal to the latter company’s 
tax cost—producing a competitive position for the 19 to 1 company 
ejuivalent to income tax exemption, and a far greater differential over 
the 4to l company. 

Leverage has always been an important tool of financial manage- 
ment, but since World War II and the imposition of the 52 percent 
income tax rate, it has become competitively decisive in the time sales 
financing busmess. 

It may be stated unequivocally that primary credit. institutions, 
such as commercial banks and life insurance companies, to the extent 
that they waive or diminish for a special type of finance company 
the standards applied to all other such companies, can and do change 
the flow of funds and of business—not only among finance compa- 
nies, but between auto manufacturers who own captive companies and 
those who do not. 

The power of the ownership of GMAC by GM_ is nowhere better 
iustrated than in the borrowing of its funds. This power can be 
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clearly engraved on your memories by simply reciting the fact that 
GM has tremendous bank balances in many of the banks of our coun- 
try and, by reason of those balances, has great borrowing power. I 
have chided an officer of one of the largest banks in this country as 
to why he did not enforce the same borrowing ratios and capital 
requirements on GMAC that he does on other finance companies, some 
of them very large. His reply was to simply shrug his shoulders and 
ask, “what would you do if the customer was merely borrowing the 
money that. was already on deposit from his owner?” 

The CHarrMan. In other words, if there were severance from Gen- 
eral Motors, General Motors Acceptance Corp. in its borrowing would 
not be at the great, great advantage over all other borrowers that it 
is now, 1s that correct ? 

Mr. Cassat. Absolutely not. 

They are bigger than the Federal Reserve Board. 

The CnarrmMan. And under loan agreements GMAC borrows heav- 
ily from the insurance companies, because I notice on page 51 of your 
statement in the record of the hearings before the Senate you speak 
of Metropolitan Life loaning GMAC $3714 million; Prudential $10 
million; Connecticut General $10 million; John Hancock, $514 mil- 
lion; Northwestern Mutual, $12 million; Connecticut Mutual, $4 mil- 
lion, and so on. 

Then you go on to say: 


In this agreement to answer this question which has been very popular asked 
and which every one of you ought to be interested in, here is a paragrapb which 
I think you ought to listen to very carefully: “The company covenants that so 
long as any of those notes shall remain outstanding, it will at all times mair- 
tain the aggregate of the capital and surplus of the company and its copsoli- 
dated subsidiaries determined on a consolidated basis, and in accordance with 
generally accepted accounting principles and practices, at an amount at least 
equal to 100 percent of the aggregate amount then outstanding of the notes an 
other senior subordinated indebtedness of the coinpany; or, No. 2, in the event 
that General Motors Corp. shal) have ceased to be the owner of substantially all 
of the capital stock of the company’ — 


and you interpolate— 


“these insurance companies then look far ahead, they can tell which way the 
wind is blowing. In the event that General Motors shall have ceased to be the 
owner of substantially all of the capital stock of the company otherwise than as 
a result of a merger or consolidation of the company into or with General Mo 
tors Corp., or of the dissolution or winding up of the company made in cannec- 
tion with the sale or other disposal of the General Motors Corp. of all or sub 
stantially all of its assets not prohibited by paragraph 6 of this agreement. 
then 150 percent of the aggregate amount then outstanding of the notes and 
ether senior subordinated indebtedness of the company’— 


And you go on to say: 


In other words, if they have got $100 million here in capital, then they can 
borrow $100 million in subordinated notes. 
But if they lost their ownership— 


that is there 1s a severance— 
they have to put up 150 percent to maintain 100. 
Mr. Cassat. That is right. — 
The CHarrman. “Increase it 50 percent to maintain the capital 
and that is right in their agreement. 


Have you got a copy of that agreement and could we place that tn 
the record ? 
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Mr. Cassat. That agreement is in this record. It is in the appendix. 

The Cuarrman. All right. We will refer to it. 

Mr. Cassar. Yes, sir. 

Now, on page 17 I sum this up in another way. 

GMAC’s capital subsidy from GM is an exclusive privilege which 
allows it to be substantially undercapitalized simply because it 1s 
owned by GM. Such privileges have been formalized in writing in 
indenture agreements between GMAC and a number of the large life 
insurance companies and other institutional lenders. These agree- 
ments specifically require more capital for GMAC if GM ownership 
isended. A complete text of these indentures is available in various 
places. One of them was furnished to the Senate Antitrust and 
Monopoly Subcommittee in 1959; but perhaps the best way to describe 
them would be to take the description given by General Motors, which 
relates as follows: 

In arvordance with the provisions of its indentures, GMAC may borrow pres- 
ently up to 100 percent of the amount of its capital stock and surplus in senior 
subordinated indebtedness as well as 100 percent in junior subordinated indebt- 
eines: i.e., the equivalent of 200 percent of its capital stock and surplus * * * 
studies reveal that larger finance companies are limited to a ratio of 125 percent 
ur event 100 percent. (Note: Lesser sized companies have lower limits.) 

° * © as long as GMAC is owned by General Motors, it can borrow up to 200 
percent of its equity capital through issuing subordinated notes but only 133 per- 
cent in the absence of GM ownership * * * 

Thus, GMAC has the exclusive privilege, which it exploits fully, 
of having a capital investment of one-half or less of the common 
capital required for a conventional sales finance company. ‘The ex- 
tent to which the indenture agreements and other exclusive con- 
cessions by lenders has permitted GMAC to borrow funds, not on its 
own capital but on the strength and excess capital of GM, is illus- 
trated by the negligible amount of GMAC common net worth to total 
assets in 1955, when it reached a low of 4.85 percent of total assets 
or a borrowing ratio of about 21 to 1 of common. By contrast, na- 
tional banks, when their risk assets reach 6 or 7 to 1 of net worth are 
asked by the controller of the currency to increase their net worth. 

Qn the next page I show you a debt and net worth captive com- 
pany, GMAC in the first four columns, and then the four largest 
independent sales finance companies for the vears 1948 to 1958. 

This shows the total habilities of GMAC, the net worth in millions, 
and the percentage, and this shows that where in 1948 they had 15 
percent, their net worth was 15 percent of their total liabilities, it 
went steadily down to where it got down to 6 percent in 1953, and 
it stayed about at that level ever since. 

Now, the four largest independent sales finance companies and 
tet me say they are not small, CIT and Commercial Credit are giant 
compamies, bilhons of dollars of business and of assets, their total 
Inatorlities went up from 1948 to 1958 from $1.9 billion to $4,754 
niillion., Their net worth went up from 303 to 712.0 Their net worth 
percent of total habilities stayed almost where it was, 16, 15.9, 15.4. 
Ic got down so low as 13.3 in 1953 and down to 11.8 in 1955. 

F-verybody was stretched a little that year, but it ended in 1058 
at 1% percent, double what the net worth percent of total liabilities 


of GMAC is. 


T2226 —4G1— pt. 1—— 23 
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The ratio of the four independent companies net worth percentage 
to captive companies net worth percentage in 1958 was 1.97 times. 
These are from the GMAC reports, John H. Chapman and Frederick 
Jones in their book “Finance Companies.” 

“How and Where They Obtained Their Funds” from the Graduate 
School of Business, Columbia University. 

Now below we find the captive sales finance company and its 
subordinated debentures compared to the four largest sales finance 
companies. 

In the first column you find the subordinated debentures, the amount 
in millions, next the percent of total liabilities, and the next is the 
percent of net worth. 

In 1954 they got. up to 165.7 percent of their net worth in subordi- 
nates. It is true in 1958 they got down to 128.7, but let’s look over 
at the four other largest. ones. What were they able to do? 

Well, their subordinated debentures in millions are in the first 
column, the second column is the percent of total habilities, and the 
third is the percent of net worth, and their subordinate debentures 
never got. above 73.4, which was in 1957 and ended up at 66.5 in 1958. 

Their net worth plus subordinated debentures, that is their total 
capital base on their seniority debt, hangs around in that last column 
from 18.7 in 1958 to 25 percent in 1958, whereas GMAC is able to 
keep theirs as low as 17.4 and lower down to as low as 14.7. 

This is conclusive when taken into consideration with these charts 
as to the importance of the times borrowings with the 52 percent tax. 

(The chart referred to follows :) 


Debt and net worth, captive company (GMAC) and four largest independents, 
1948-58, amounts, and percentages of total liabilities 


{Dollars in millions} 


Captive sales finance company 4 largest independent sales finance companies 
Ration of 
4 inde- 
pendent 
Year Net worth- Net worth- | companies’ 
Total lia- | Net worth | percent of | Total lia- | Net worth | percent of | net worth 
bilities total lia- bilities total lia- | percentage 
bilities bilities to captive 


COT PALN'S 
net worth 
percentage 


— ff — | | | | 


POR Sn cao ee $614 $92 15.0 $1. 900 $303 16.0 1.07 
POG coats od 1s Ys 8.8 2.2 Mt 305 15.9 1.81 
19 Ven ceuteat esses 1, 598 139 8.8 2, O56 304 15.4 1.75 
) i) Seatac erste eae 1, 492 130) 8.7 2,821 424 15.0 Lo 
TO ee has sets 1, 802 141 7.8 3.368 449 13.4 | arg 
AGS 288 ee SE et 2. HS 4 6.0 3. 689 402 13.3 S22 
LOSE cet ote oes 2 2.641 166 6.3 3.295 A 15,2 2. 41 
WS oe nos tebe oe 3,800 231 6.1 4,682 ABS 11.8 1.9 
Pe oe ae elas 4,033 249 6.2 4,823 603 12.5 2.07 
NG oon cate e tees 4,397 27: 6.2 5, 286 646 12.4 2.00 
TODS. ce oo wees 3, S81 295 7.6 4, 754 712 15.0 1.97 


Source: GMAC reports: John H. Chapman and Frederick W. Jones, “Finance Companies: How and 
Where They Obtain Their Funds” (Graduate School of Business, Columbia University, New York, 1959), 
pp. 40, 84. 


Norte.-~ For consistency with other tables in this discussion, net worth {js related herein to total liabilities, 
using data from Chapman and Jones, who related net worth to total debt. 
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Subordinated debentures, captive company (GMAC) and four larfgest independ- 
ents, 1948-08, amounts, and percentages of total liabilities 


Captive sales finance company 4 largest independent sales finance 
comnpanies 
Subordinated debentures Net Subordinated debentures Net 
- worth worth 
plus s‘1b- plus sub- 

Year ordi- ordi- 
nated nated 
deben- deben- 


Amount | Pereent | Percent tures Amount | Percent | Percent tures 
(millions | of total of net (eapital | Crillions | of total of net (capital 
of dollars) liabilities; worth base)— jof dollars)| liabilities! worth bzase)— 











percent percent 

of total ; of total 
liabilities liabilities 
1998) pone Sele ens None 0 0 15.0 51.6 2.7 17.0 18.7 
VSG ios tea cea 75.0 6.7 76.5 15.5 132.5 5.8 37.3 21.7 
a Ae a 6 Perea pee tee eee eee 100. 0 6.3 71.9 15.1 137.5 5. 4 34.9 20. 8 
Ost 20 sce eee eee 100.0 6.7 76.9 15. 4 139. 0 4.9 32.8 19.9 
TS? eee eooreceeteee 10.0 5.6 70.9 13.4 177.8 5.3 40.0 18. 7 
TOS 3.0 cto eee ee 245.0 9.5 159.1 15.5 238. 0 6.5 48.4 19.8 
1054s 203 sce cece a 275.0 | 10. 4 1165. 7 16.7 295. 0 9.0 58.8 24.2 
V5) cee SS Peele a 350.0 9.2 141.5 15.3 325. 8 7.0 58. 7 18.8 
[S56.5 6.2 26000, See 375. 0 9.3 150.6 15.5 436. 5 9.0 72.4 21.5 
Wie to ean lo $75. 0 8.5 147.4 14.7 481.8 9.1 173.4 21.5 
LUSS* 222i Sheet ete des 379.7 9.8 128.7 17.4 473.6 10.0 66.5 25.0 


1 Viigh for period. 


Note.—For consistency with other tables in this duscussion, figures are related herein to total liabilities, 
using data from Chapman and Jones, who related them to total debt. 


Source: GMAC reports: Join HE. Chiayman and Frede ick W. Jones, ‘Finance Companies: How and 
Where Chey Obtain Toeir Funds’ (Gea liate school of Business, Columbia University, New York, 1959), 
Ppp. 40, 34. 


The Cuairman. I notice this statement by General Motors on page 
456 of the hearings in the Senate at the top of the page: 

However, there is an offsetting disadvantage by reason of GMAC being a 
subsidiary of General Motors Corp. which must be netted against any alleged 
disadvantage. 

This disadvantage arises from the fact that lines of credit extended by all 
national banks and certain State banks are made available to the corporation and 
its subsidiaries as a group. Thus a loan of credit—generally a maximum of 
10 percent of the combined capital and surplus of the bank—is made avail- 
able in total to General Motors and its associated companies as a group. For 
many years, General Motors Acceptance Corp. has participated in these lines 
of credit to the extent of 50 percent. At the present time GMAC would qualify 
for an additional $255 million of credit from the banks referred to above if 
it were not a subsidiary of General Motors Corp. 

What is your comment on that ? 

Mr. Cassat. They don’t use their bank lines anyhow, Mr. Chairman. 

The CuarrmMan. What is that? 

Mr. Cassat. They don’t use their bank lines anyhow. 

They don’t have to pay that kind of a rate for borrowed money. 
They get all their money in the open market. They even sell their 
own notes so the broker can’t make anything on it. They “can the 
squeal,” believe me. 

The CHarrMan. Is that statement inaccurate ? 

Mr. CassaT. It would be if they were using their bank loans but 
they aren’t. They are just set up for them if they want to, but wh 
are they going to pay 414 percent, which is the prime rate on a ban 
borrowing when they can borrow on the open market at 3 percent ? 
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Now these same banks will require me—here is the difference—these 
same banks will require me to have 100 percent or more available 
bank lines for every note I sell in the open market. But GMAC 
doesn’t cover their open market operations with bank loans at all, and 
the banks are powerless to insist on it. 

At the end of 1959 Dr. Rogers points out to me that 3.16 percent 
of their borrowed money was from commercial] banks—3 percent. The 
highest use they show here in any of the 8 years preceding and in- 
cluding 1959, is 30 percent. Our banks won't let us do that, have that 
kind of operation, but they are powerless to require it from them. 
Their compensating balance are usually about 5 percent of their bank 
loans, while ours are required to be 15. And their compensating bal- 
ances are that low because they get a tremendous advantage which 
they don’t mention in this paragraph, Mr. Chairman. 

n this paragraph where they say they have a disadvantage, they 
don’t mention the fact that GM—they use GM deposits for their com- 
pensating balance in GMAC. 

The CHarrMan. Mr. Cassat, I am going to ask you now to conclude 
your testimony. 

Mr. CassatT. Yes, sir. 


LOWER WHOLESALE FINANCING COSTS 


GM dealers have lower costs through low GMAC wholesale financ- 
ing rates. Critics described these rates as subsidized, based on evi- 
dence that they are below GMAC’s cost. In any event, GMAC rates 
were one-half of 1 percent or 1 percent below those of the largest in- 
dependent competitor for 55 months of the 73-month period (Jant- 
ary 1, 1952-February 2, 1959) covered in a GM statement to the Sen- 
ate—or about 75 percent of the time. 

Ford considered GMAC wholesale rates as subsidized, actually or 
otentially, in its 1946 petition to the Supreme Court, wherein it re- 
erred to this competitive disadvantage: 

Nor is it [Ford] in a position to absorb the entire cost of floor planning new 
cars and trucks for its dealers while General Motors Corp., through General 
Motors Acceptance Corp., can do so. 

A noteworthy instance of GMAC’s apparent use of below-cost 
wholesale financing as an auto sales weapon is to be seen in the period 
leading up to and into the record sales year of 1955. For most of 
1953 the company’s wholesale rate was 5 percent, or a 1.69 percent 
differential over GMAC’s average interest costs of 3.31 percent that 
year, according to figures it filed with the Senate.* By 1955 the 
wholesale rate had dropped by stages to 3.5 percent, whereas GMAC’'s 
average interest cost for that year was 3.22 percent. 

Thus, the wholesale rate was pushed down fe Pee in 2 years, 
while the company’s costs in interest rates were reduced only 0.09 per- 
cent. The shght spread of 0.28 percent between interest cost and 
wholesale rate, which prevailed most of 1955, could not have begun to 
offset the company’s operating costs in providing the credit, conclude 
independent sales finance company observers. They point out that 
regular physical vertification of floor-plan vehicles is costly, and they 
question that GM’s description of GMAC wholesale business as “profit- 


_———— 
1 Senate hearings of 1959, op. cit., pp. 448, 456. 
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able,” as stated to the Senate in 1959, could have applied to that of 
1955 in particular, or of other years when the margin was greater. 

In contrast to GMAC’s interest cost—wholesale rate margin of 
0.28 percent, the largest independent finance company had a 1.26 per- 
cent margin in effect in 1955 (and 2 percent or more for most of the 
1952-57 period). In view of the traditional importance of wholesale 
credit in procuring retail business and the intense competition among 
independents, it would seem implausible that the largest independent 
would overprice its wholesale credit, in competition against either 
GMAC or other companies. 

The actual saving to a GM dealer benefiting from a one-half of 1 
percent lower wholesale rate and lower flat charge per car for insur- 
ance would amount to $2.50 a car comparing GMAC’s terms and those 
of a major competitor, the Ford spokesman told the Senate subcom- 
mittee in 1999). 

Such a difference is significant, considering the narrow profit 
margins on which dealers operate. According to the National Auto- 
mobile Dealers Association, all dealers’ net operating profit per new 
car sold in 1960 averaged $22, or only one-half of 1 percent, before 
Federal income taxes. These figures include finance reserves. 

Early in 1959, shortly after divestiture bills were introduced in the 
Senite, GMAC raised its wholesale rate to meet the prevailing in- 
dustry rate—but it had maintained a lower-than-industry rate con- 
tnnously from late 1954 into 1959, except for a 10-day interval. 
G@MACS flat rate charge still held in 1959 at an estimated $1 per car 
below others prevailing. 





GM DEALER HAS FIVE POCKETS OF INCOME 


The (:M dealer receives five incomes controlled by GM and its subsidiaries, 
ap eXclusive General Motors privilege. They are (1) the markup on the new 
car— 


this is not exclusive: every dealer gets that from the factory— 


-) the normal reserve fur losses on time sales set up on the books of GMAC, 
13) the overuge or pack charged to time buyers when the charges reach or 
approach the maximum set by law, and such overage is then credited to or 
ard te the dealer by G MAC, ¢4) the commission paid auto dealers on insurance 
IinDjuded and paid for in the time sale contract, (5) the income, so long as 
a denler remains a GM dealer, from the repairs and parts replacement under 
bossex under such pelicies. 

Uuder the GM mobility-of-sul sidy plan— 
or the shell game, as I prefer to call it— 
all these incomes are under GM contrel and passed on to the dealer from GM 
erate subsidiaries, With an understanding of this, it becomes clear why GMAC 
with all its freak advantages of leverage, low woney costs, and practically no 
aqoisition cost. permit high charges to the public. 

Toe matimum rates simply generate the overazes or packs puid by the the 
bovera  GMAC then becomes the source of this pocket of income for the dealers. 
This along with the other four pocketbooks enables GM to control and hold the 
GM dealers from going ty other manufacturers. 


These same pockets, Mr. Chairman. have fich hooks in them. Once 
Cue dealer gets lis hand into those, he is stuck, 


It practically eliminates dealer turnover from GM to other manufacturers 
and attracts the best dealers from the otber manufacturers.! 





A Auto Gnancing legislation. Senate bearings, 1959. pp 203. 344. 
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Besides being tied to a single source for all five sources of income, 
the dealer is further kept under the factory’s control by the delayed 


nature of two of the five sources. The same witness explained (p. 
305): 


The dealer has two immediate incomes—the markup on the car and the com- 
mission on the insurance—and two delayed incomes—the profitable reserve on 
the books and in the possession of GMAC, and the profits he will make on re 


pairing cars under insurance losses on policies he has written with the GMAC 
insurance subsidiary. 


It doesn’t take any great imagination to see that such a dealer would besitate 


to switch franchises to a Ford or Chrysler product, or back in the days of 
Kaiser-Frazier, to their franchise. 


This dealer would have to trust a finance company belonging to an unfriendly 
manufacturer to collect his accounts well in order that no unusual losses would 
occur so that the direct profits from the reserves would come to him in the 
amount that he expected in the beginning. This dealer knows that the delared 
income on the repairs to cars under losses on the insurance policies would cer- 
tainly not go to him but instead to the dealer who succeeded him in the General 


Motors franchise. 

If GM and GMAC were divorced and other auto manufacturers 
likewise forbidden to own finance companies, the factory would con- 
trol only one of the dealer’s “five pocketbooks of income”—the sale 
of the car—proponents of such action point out. 

This auld put all manufacturers, present and future, on the same 
footing. 

GM dealers could continue to get the four other pockets of income 
from an independent GMAC, without any factory pressures from thé 
source on inventory loading. 

Dealers of other makes could use the same services. And all 
dealers could use the services of other independent finance companies 
and other institutions, according to their free choice. 

Mr. Chairman, may I beg your indulgence for one more word! 

The CuatrMan. It is now almost 20 minutes after 5. We have 
been at this since 10 o'clock this morning. Other members and I have 
neglected a tremendous amount of officework, so it. will have to he very 
brief. 

Mr. Cassat. So 1 minute won't hurt. 

Gentlemen of the committee, I would digress from my manusenpt 
to make this statement. You have probably noticed in the papers 
that recently GM has been indicted by a Federal grand jury for al- 
leged illegal practices in the manufacture and sale of diese] loco 
motives. It is interesting to note in this connection that Baldw'n- 
Lima Locomotive and Fairbanks Morse, who were very active im th:3 
field some years ago, no longer manufacture any diesel locomotives. 
Ae could not compete against GM. They were driven from ths 

eld. 

Now, I would like to say to you, gentlemen of this committee, tht 
these manufacturers were undoubtedly like my company. They did 
not. need to depend on that. one line. They went into other fields of 
useful endeavor and so will we—but a few years from now someone 
will suddenly discover that two or three factory-owned finance com- 
panies have 85 or 90 percent of the business and they are not handling 
it. in a benevolent fashion; then they will move to correct this situa: 
tion, after the independents are all gone. 
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Only you gentlemen who establish policy, write the rulebook for 
American free enterprise, can decide what you feel is the best thing 


for the country. 
When there are no diesel locomotives except GM, no earthmoving 


equipment except Euclid, no buses except GM, no cars except GM, no 
airplane engines except GM, will you then feel your policies have been 


best for the country ? 
Certainly, they will have been best for GM; but this would not be 


a free enterprise system working in a free marketplace. 


Thank you very much. 
(Mr. Cassat’s prepared statement follows :) 


Mr. Chairman and gentlemen, members of the Judiciary Committee of the 
House of Representatives, my name is David B. Cassat, and I am appearing 
before vou today representing the American Finance Conference and my own 
company. the Interstate Finance Corp. of Dubuque, Iowa. I wish to testify in 
faver of H.R. 71 because it will cure an intolerable situation of monopoly which 
has been built up by General Motors and GMAC in the last 35 veurs. 

Mr. Chairman, there seems to be a widespread feeling that GMAC is sort 
of a “holy cow:” that nothing must be done to harm this giant because it 
performs a service in its field better than anyone else. Now, I propose to you, 
Zentlemen., that H.R. 71 will make the services of GMAC available to all car 
manufacturers, automobile dealers, and purchasers of automobiles regardless 
of make and, if their service is better than that of anyone else, then this bill 
will achieve a great benefaction to the automobile industry and to the economy 
of this country. Why should their remarkably excellent: services, so highly 
regarded by the thoughtless, be available only to the favored few. IT say to 
yon, Mr. Chairman, that I invite—for myself and for all of the independents— 
I invite GMAC to come out from behind the skirts of her paternal benefactor 
and fight for this finance business in a free and competitive market in the 
Cnaiced States and let's see how good they are. If they are so important and 
aw perfect, why are they not willing to give up all of the monopolistic and 
egal practices which made them what they are teday and compete on an 
equal basis with little people like my company? I say illegal practices because 
they have been convicted criminally in the Federal courts of this country of 
these illegal practices. To want to remind you, these people owe the advantage 
thes have in this market to the criminal practices in which they have indulged, 
While, over the years, they have shrouded themselves in an aura of respecta- 
bility, which is nowhere supported by the records of the court case or the 
facts of life in the automobile finance world. Their domination in this field 
has come from using their crushing size and power to destroy others and. to 
Fain favors for themselves in the fiuancial marketplace and elsewhere, 

If they are so good, Mr. Chairman, on behalf of all of the independent filnanee 
empnies and all of the banks who handle this business in their local comin, 
Biies cheaper and better than GMAC does, [invite GMAC to divest itself of 
all of its monopolistic Dower and serve the American marketplace complete, 


GMAC’S DOMINANCE OF THE AUTOMOBILE SALES FINANCE MAKKET 


ft is only through a long history of legal actions that we come to your com- 
mittee teonlay. supporting H.R. 71. because normally you would expect the anti 
mMenopoaly laws of the United States to be enforced by the Departinent of Justice 
and ?« eliminate such sitnations as are clearly evident in the antomobile flraanmee 
mitiure. Going back to the 130s, when nearly 100 percent of all automobile 
rmftail conditional sales contracts were seld by the dealers to finance companion, 
there were three so-called national companies: GMAC, owned by General Motors, 
Universal CET. and Commercial Credit) Trost. Each of these three nstionsl 
ewmpanies had a contractual relationship with a factory or complete ownerehip 
Ip the cnse of GMAC. They were purported to control 7 percent of the buxs- 
nexse nna about 1.500 independents controlled the other 25 percent, 

In 1926, when T was president of the American Finance Conference, a com- 
mittes presented the facts in the automobile finance world to the Department 
of Justice with the result that an investigaion was authorized. A grand jury 
trdicted all of the three mannfacturers and the three national companien. The 
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evidence was overwhelming and Chrysler and Ford with their finance com 
panies, Commercial Credit and CIT, signed consent decrees agreeing to non- 
discriminatory treatment of finance companies and to no factory affiliation with 
any finance company, except that the decrees provided that GM was to be di- 
vested of GMAC. GM stood trial on its indictment and was convicted by a 
jury in 1949. The conviction was appealed and upheld by the circuit coart 
and the Supreme Court refused to review the decision. 

The Government filed a civil suit in 1940 seeking divestiture but trial of 
the suit was delayed through tactics well known to most attorneys: war inter- 
vened and when a consent decree was negotiated, effective in 1952, the Govern- 
ment settled for nondiscriminatory agreements but no divestiture. The reasao 
given for the consent decree was to avoid the time and trouble of a lawsuit 
No one has ever been able to understand why such a consent decree was agreed 
upon by the Government. Divestiture is the only remedy to assure free com 
petition in the automobile finance industry. 

In 1959, appearing before the Subcommittee on Antitrust and Monopoly of the 
Senate Judiciary Committee, former Assistant Attorney General Thurman Arnold, 
summed up the legal situation as follows, and I quote from the hearings on auto 
financing legislation, page 265; and remember, please, now, that this is a former 
Assistant Attorney General speaking : 

“1. In my view the combination between General Motors and General Motors 
Acceptance Corp. violates every principle and policy embodied in the Sherman 
Act and particularly section 7 of the Clayton Act. 

“2. Were it not for the procedural obstacle that has developed due to the action 
of the Department of Justice in entering the decree in 1952, the suit could be 
successfully prosecuted. 

“3. Nevertheless, in spite of the illegality of the manufacturer-finance combi- 
nations which are before this committee, the Government has itself in a proce 
dural trap by virtue of the consent decrees of 1952 which make General Muters 
immune from prosecution. These decrees are res adjudicata. They cannot now 
be altered. Legislation is required to make General Motors, Ford, and Chrynler 
subject to the same laws as apply to other American corporations. This is not. 
as is charged, special legislation to treat the automobile companies differents 
from other industries. It is rather legislation by which GMAC-GM combination 
is to become subject to the same law as the GM-Du Pont combination which has 
recently been declared illegal.” 

Now, what has happened since the consent decree? It didn’t take it long to 
happen because there was testimony offered in the 1959 hearings, previously 
quoted, that GMAC extends more than 80 percent of the antomobile installment 
credit extended by all sales finance companies on cars manufactured by GM 
Now, that is what an independent finance company witness claimed. What did 
General Motors claim? They filed a statement which said that GMAC finanos 
46 percent and other finance companies 7 percent of all GM cars bought on credit 
in 1957 with a breakdown of 41 percent and 7 percent for 1958. These ret:tive 
strengths within the sales finance company business convert to 8&7 percent for 
GMAC and 13 percent for independents in 1957 and 85 percent and 15 percent ta 
1958. These figures eliminate the direct loans which automobile buyers arranze 
for themselves with credit unions, banks, etc., and which dealers do not handle 
as well as purchases of dealer installment paper by banks and other agencies 
which, though competing for dealer patronage, are a different kind of finanvial 
institution and they make no attempt whatever to finance the Industry. In 141. 
contrasting the figure of 1957 and 1958, GMAC handled less than 47 percent of 
GM retail paper bought by finance companies. 


GMAC GROWTH SINCE 1952 CONSENT DECREE 


The penetration of GMAC in its share of total sales finance company into retaf 
volume rose from 28.44 percent in 1952—the year of that company’s consent 
decree—to 40.86 percent in 1957, it was shown in data submitted by the American 
Finance Conference. 

GMAC’s share of this market grew faster than GM’s share of total car regi 
trations over the 5-year period, and even rose in 1957, when GM's relative business 


volume dropped. With 1952 as an index of 100, GMAC’s penetration in 1957 was 
143.7, while GM’s was 107.5. 


7 Senate hearings, 1959, op. cit., p. 459; ibid., p. 482. 
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The AFC study was based on Federal Reserve Board statistics on extensions 
by sales finance companies on new and used passenger cars and commercial 
vehicles, with GMAC volume based on AFC estimates derived from GMAC 
annual reports and registration statements. 

GMAC filed with the Senate subcommittee a different set of figures on its 
share of the total sales finance company market, but when these are converted 
to index figures, the penetration pattern corresponds to the one prepared by the 
AFC. For example, the GMAC derived index figure for 1957 (1852=100) is 
146.8, as against 143.7 in the AFC study. 

GMAC, with exclusive access to actual figures on its own extensions, limited 
them to automobiles (excluding commercial vehicles). These were related to 
Federal Reserve Board reports of total sales finance company extensions, again 
limited to autos. How the same GMAC penetration pattern emerges, whichever 
set of data is used, is illustrated in the following composite table. It embraces 
both AFC and GMAC figures,? with an index column added to the latter. 


GMAC and GM market penetration, percentages, inderes 


GMAC (AFC study) GMAC (GMAC study) GM (AFC study) 
Percent of Percent of Percent of 
Year all sales, all sales, industry 
finance Index: finance Index: new-car Index: 
companies 1952=100 companies 1952=100 registra- 1952=100 
automobile automobile tions 
extensions extensions 
1990 ces 29. 43 103. 5 28.7 108. 3 45. 38 108. 7 
| 6253) Rea Meet er et 28. 35 99.7 26.9 101.5 42. 83 102. 6 
40528 eect ee 28. 44 100.0 26. 5 100.0 41.7 100.0 
1958. 2 ae bb ees Se 35. 12 123. 5 33. 4 126. 0 45.07 108. 0 
1954: nee ds 38.16 134. 2 35.7 134.7 50. 7 121.5 
1955 oo on cc Sanees 38. 52 135. 4 37.3 140. 8 50. 76 121.6 
1956. ot coc ewes 4(). 29 141.7 38. 8 146. 4 50. 78 121.7 
1 SC ees eae 40. 86 143. 7 38.9 146. 8 44.55 107.5 





Source: Federal Reserve Board G. 20 releases, and AFC and GMAC estimates of breakdowns; R. L. 
Polk & Co. registration reports on new cars. 


The volume of retail business for these years shows a pattern of growth for 
both GMAC and independents. But the disparity recurs, this time in the rate 
of growth. GMAC’s retail automobile extensions in 1957 were 205.7 percent of 
its own volume for 1952, whereas independents’ retail auto volume in 1957 was 
only 116.5 percent of their own volume for 1952. In the poor auto sales year of 
1958, GMAC’s volume fell off, but still was 161.1 percent of its 1952 figure, 
while independents slipped below their 1952 volume, to 92.4 percent. 


Relative growths of auto volume, GMAC and independents, 1930-58, amounts of 
retail extensions, compared to 1952 levels 


{Dollars in thousands] 








Total. sales Percent of Percent of 
Year finance GMAC own 1952. |Independents| own 1952 

companies volume volume 
NGOs op dectuee dee meee eee eee 096, 000 $1,175, 600 82.6 $2, 920, 400 74.0 
Oboe 2¢ cee ee bee ees Sa 4, 277, 000 1, 150. 600 80.8 3, 126, 400 79.2 
1052 eee skee Ue eee ae 5, 368, 000 1, 422, 600 100. 0 3, 945, 400 100. 0 
1058) cise eden eee ooeeset 5, 971, 000 1, 994, 300 140.1 3. 976, 700 100.7 
T9534 oie heed ee eeee esate 5. 648, 000 2. 016, 300 141.7 3, 631, 7 92.0 
10550 co eee eee 8, 239, 000 3, 073, 100 216.0 5, 165, 900 130.9 
19662 co ee cee tee sete oes 7, 317, 000 2, 850. 600 200. 3 4, 496. 400 113.9 
1097 3 Soe ees eee tee 7, 526, 000 2, 927, 400 205. 7 4, 598, 600 116.5 
1058 once oS ee sen ee ecees 5, 941, 000 2, 293, 200 161.1 3, 647, 800 92.4 





Source: Federal Reserve Board G.20 releases for industry totals; GMAC reports on percentages to Senate 
Antitrust and Monopoly Subcommittee, 1959, for breakdowns. 


% Senate hearinge, 1959, op. cit., p. 452. 
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A significant contrast of the opportunities for independent sales finance cmo- 
panies in the GM market and the Ford market can be drawn from data in the 
Senate hearing record. 

Sales finance companies provided the installment credit for about one-fourth 
of all new-car sales by Ford Motor Co. dealers, according to the manufacturers 
spokesman. This 25 percent of total sales, can be translated to an estimated 
58 percent of all installment contracts sold by Ford dealers, if industry averages 
for 1958 are applicable. (Note: This was before Ford had reentered financing.) 
The Federal Reserve Board estimates that 62 percent of new cars were sold an 
time. Assuming that the FRB’s report that 70 percent of auto installment credit 
extensions (new and used) was dealer paper also holds for new cars alone it 
follows that 43.4 percent of total sales were sales involving dealer paper. Re 
lated to this figure, the 25 percent of total car sales handled by independent 
finance companies becomes 58 percent of the market in dealer paper. Purchases 
by banks and other institutions, and the few contracts held by dealers would be 
in the other 43 percent. 

Analyzing the GM new-car market by the same approach, with the assump 
tion that 70 percent of total auto credit was dealer paper, independents handled 
10 percent of installment contracts made by GM dealers, while GMAC. handled 
59 percent. This leaves 31 percent for purchases by banks and others, and dealer- 
held paper. 

Independents’ 10 percent share of the GM dealers’ installment paper market 
for new cars as against their 58 percent share of the Ford market (before Ford 
reentered financing) points up their heavily curtailed opportunity when com- 
peting with the factory-owned finance company. 


GOOD SERVICE REQUIRES FACILITIES 


The most striking feature of an analysis of sales finance company branch 
office distribution, both nationwide and by States, is the disparity between the 
ratio of independent finance company offices to dealers they service and of 
GMAC offices to GM dealers. 

Nationally, independent sales finance companies have 2.504 offices to service 
a total of 20,602 non-General Motors new car dealers primarily; a ratio of 1 
office to 8 dealers. General Motors Acceptance Corp., in contrast, has only 272 
offices to service its 14,427 GM dealers; a ratio of about 1 to 58. As shown in 
the accompanying table, there is only 1 office of GMAC in 10 of our States. In 
dependent companies have a total of 120 offices in those same States. In 9% otber 
States where GMAC has only 2 offices, the independents have 205 offices. 

In relating sales finance offices to dealers in particular States, the number of 
franchises, rather than dealerships, is the only available measuring stick. 

Greatest. concentration of independent sales finanee company offices to dealers 
is in South Carolina, where there is 1 office for every 3.8 dealer-franchises: in 
this State, GMAC has a ratio of 1 to 52. 

Greatest GMAC concentration oceurs in Florida. where there is 1 office ta 2 
denler franchises, and smallest is in Oregon, where a single office serves 242 
franchises. In these two States, independent companies maintain 1 office for 
each 5.9 and 17.2 franchises, respectively. 

Several conclusions may be reached as to the reasons for these wide dispart 
ties. 

Unlike the independents, GMAC is operating in a noncompetitive, captive 
market. Because GM dealers, who are the only ones serviced by GMAC, under 
stand that they are expected to channel all or a massive majority of their time 
sales contracts to the General Motors’ subsidiary, that organization requires 
only a minimum of acquisition activity. 

Another factor is that GMAC purchases these time sales contracts, in a ma- 
jority of cases, on a recourse basis, placing the responsibility for defaulted pay- 
ments on the dealer. Thus, the dealer in retaining a financial interest in the 
transaction, is used as a supplemental collection agent, substantially reducing 
collection activities of GMAC. 


2 Senate hearings, 1959, op. cit., p. 204. 
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Thirdly, because of its captive market position, GMAC can limit its acceptance 
of time sales contracts to those which are relatively riskless, and permit GM 
dealers to offer less desirable contracts, with their greater servicing need, to 
other buyers who maintain local offices. 

Analysis of its operation shows that because it operates in a monopoly mar- 
ket, GMAC has been able to eliminate or shift to its dealer customers many of 
the services which competition forces independent finance companies to supply 
to their dealer-customers, at considerable expense. 

The accompanying chart shows the number of sales finance company offices 
by States and relates them to the number of franchise dealers, taken from the 
1960 Almanac Issue of Automotive News. 

Good service requires good facilities staffed by able people and located ad- 
vantageously to serve a company’s clientele. 


Debt and net worth of selected sales finance companies, 1924-89, in percent of 
total liabilities or of total assets 


National companies Regional companies Local companies 
Short- Long- Net Short- Long- Net Short- Long- Net 
term term worth term term worth term term worth 
debt debt (equity debt debt (equity debt debt (equity 
funds) funds) funds) 
1924 ..._.. OS 1 J... 2-2-8. 22.9 §2.8 |... 2-8 36.9 62% Lawes 33.0 
1925.. __.- 68. 1 2.3 21.1 54.8 10. 5 25. 4 0.3 1.1 27.9 
19% ..__. 61.5 15 18.4 45.3 18.3 26. 5 59.0 9 27.0 
Wy ... ee 49.0 22.0 2.5 43.6 15.0 31.9 56.6 [... 2-222. 32.2 
1928 . .... 53.6 14.3 20. 4 15.6 18.7 131.0 tf, UR 2 Deen er a 31.6 
1929._....- 50.5 13.3 25.8 42. 4 9.1 38. & 57.8 1.0 31.6 
1930 ._._. 43.7 13. 4 29.8 133.4 13.7 1 50.6 §2.1 1.2 37.2 
1931]..._._- 40.6 14.3 33. 8 35. § &.8 38. 6 55. 5 9 30. 7 
19032 5c... 14.7 IS. 2 §2. 6 2.3 0.7 55.9 38. 4 1.3 51.6 
1933 ..._.. | 35. § 7.9 41.6 33.0 5.9 47.6 50.9 .8 46. § 
1934. __.- 46.1 4.7 33. 6 41.1 3.6 40.0 51.9 .6 38. 6 
1935. .-._.. 51.1 5.0 27.8 55. 0 1.9 30. 6 61.3 An 29. 2 
1936. ._- 45.3 17.7 20. 4 51.7 8.0 23. 5 60. 5 2.6 27.9 
1937. ...2_- 52.5 17.9 18.3 56. 1 6.8 26. 5 62. 6 1.5 27.7 
1938 ....._- 33. 8 26.9 27.8 39.3 9.8 40.3 52.4 1.7 33. 4 
1939... ..- 41.5 16. 9 23. 6 38.9 5.1 37.8 57.2 §.1 32. 2 





1 Based on data for 4 companies only. 


Notr.— Data fer 1924-33 obtained from National Credit Office, Inc., on companies using commercial 
paper: data for 1334-39 direct from: companies. Percentages do not add to 100: the difference represents cor- 
pornte reserves. Composition of groups: National companies— General Motors Acceptance Corp., Com- 
mercial Investment Trust, Inc., and Commercial Credit Co., for all years, Universal Credit Corp., from 
1928; regional companies—-Associates Investn.ent Co., National Bond & Investment Co., Pacific Finance 
Corp. of California for all years, Muytag Acceptance Corp., from 1927; loca! companies—sample of 13 for 
1924-33, of 40 for 1934-38, :nd of 24 for 1939. 


Source: Wilbur C. Plummer and Ralph A. Young, ‘Sales Finance Companies and Their Credit Prac- 
tiees,”’ National Bureau of Economic Research, New York, 1940, p. 62. 
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Geographical distribution of sales finance company offices (independent and 
GMAC) and automobile dealer franchises, 1959-60 





Independent sales finance 


company's offices 














Dealer GM Grand | Grand 
State franchises, | GMAC dealer total, | total, 
AFC U.S. makes,| offices 4 fran- offices | fran- 
member | Others? | Total | non-GM 3 chises ? chises 
com- 
panies ! 
ANADSIOS «oot cso ecze 38 16 54 371 9 268 63 639 
PT ea ey eed) Se mea (oe eee Ps Yl os ree SS 
PTET, 635 8 teakneucee 14 4 18 172 2 107 20 279 
Pes 4) ne eee 5 20 25 276 2 218 27 494 
California_ - eT ee 36 28 4 1, 630 18 905 82 2, 535 
COMO sso cin Seccacenes 40 7 47 381 2 220 49 601 
Connecticut....________- 6 9 15 395 4 203 19 598 
eee ane aa pee ee ae) Cac oii 2 2 56 1 46 3 102 
District of Columbia... 7 2 i] 34 1 19 10 53 
WIGIGS:. ooo. ce csecsss 66 27 93 552 ll 320 104 872 
ee pe eee 80 19 99 558 ll 414 110 972 
BIOWG - cad tinsvctacedes 2 0 2 34 l 21 3 55 
SOREN oo! < ckrchuhn hens Aeon 7 5 12 271 l 149 13 — 
CORR 8 nk SF ree =? 102 26 128 1, 663 ll 1, 109 139 2,7 

Seine 2 52 2s E- 3. SSS lll 20 131 895 s 595 139 1, 490 
Iowa NS as oan iat aoe dn ce ae 49 13 62 991 5 724 67 1,715 
RO OTIDBRS = So SuS5 on banners sk 65 12 7 679 4 536 81 1,215 
Kentuck y. seneee 72 14 86 478 7 348 93 R26 
ET ee 45 15 60 390 6 250 66 640 
BAGO, Ccnawe tec’ oadaadlateesluta.e 9 9 233 l 145 10 378 
Maryland). |< ssc nnce 15 13 28 367 2 183 30 550 
Massachusetts__.......-.. 6 18 24 743 8 426 32 1, 160 
michigan... 5-6--<..2.a2 56 27 83 1, 328 12 868 95 2, 196 
MIBNONGtS cock et ee 22 11 33 1, 020 2 701 35 1, 721 
1 SS. 18 28 46 387 i) 269 55 656 
ROOTES. aS ~ 2 Ss Jes 41 18 59 801 3 576 62 1,377 
OL Te EES 3 6 9 309 3 213 12 522 
INGOISERE. «anc acuccnaeec 25 5 30 497 2 362 32 859 
INOW So oe eS 1 2 3 69 1 40 4 109 
New Hampshire--.----_-_- 3 3 6 185 2 125 s 210 
New Jersey._.......---.-- 23 15 38 R82 6 412 44 1, 204 
New Mexico..___.___-__- 28 5 33 175 1 12 34 304 
INGW. LOGM~25-6265555555- 33 41 7 2, 004 19 1, 080 93 3, OS4 
North Carolina_. eo) 90 | 26 116 725 a 482 125 1, 27 
North Dakota... --...-.-- 9) 5 14 356 2 238 16 Fe 
Ohio_- = gin ed ee 126 31 157 1, 597 14 996 171 2, 503 
Oklahoma..____.___-__- == 38 13 51 505 3 446 54 951 
Orem ncaa ns sb ceae ee 17 6 23 396 ] 242 24 638 
Pennsylvania..........-- 85 39 124 2,113 14 1,145 138 3, 258 
Rhode Island_........---| 1 2 3 114 1 56 4 170 
South Carolima______----| 55 12 67 259 4 207 71 466 
South Dakota_______-__- 3 2 5 345 1 208 6 553 
‘PONTIBESGG 66 os se cacececes | 59 14 73 439 6 290 79 729 
EN ee ae on ee eS aes | 127 59 186 1, 679 21 1, 239 207 2,918 
| it Ee ee ee is Sere 14 5 19 185 l 119 20 34 
WeTmonte onc cones 5] i | 4 139 2 x9 6 PS 
Witte: 62562525326 555- | 26 16 | 42 644 3 414 45 1, 058 

WEEMTINID ENA Ss 5 - 5552 2522 2 { 5 q 450 4 275 13 72 
West Virginia___..____-- 5 13 18 455 6 243 24 798 
WR IBEIMOTINIM Ys ge ak 102 18 120 1, 030 4 746 124 1,776 
Wy VOM coo ae ee 12 3 15 | 150 l 114 16 264 
Sn ee 1,791 713 | 2, 504 | 30, 459 272 | 19, 566 | 2,776 | 50,025 





NorteE.—Sales finance offices not handling auto paper are excluded where identifiable. 


Sources: 


(1) American Finance Conference Membership Directory, 1960. 


(2) Universal C.I.T. Credit Corp. and Commercial Credit Corp. records, 1960. 


(3) Automotive News, 1960 Almanac Issue. 


Aer available by States. National net dealerships, January 1 
(4) GMAC annual report for 1959. 





(Includes repetition of multiple franchises. Net dealer 


GM—14,427: othera— 
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Monopoly power in borrowing and in building a financial structure 


It is axiomatic that a sales finance company, to operate profitably or at all, 
must supplement its capital in substantial multiples with borrowed funds. 

In the early days, borrowed funds were most difficult and expensive to obtain. 
Banks were wary of this new ‘‘consumer credit”; nearly all avoided entirely any 
direct participation, and only the most progressive offered lines of credit, in 
modest amounts, to this new type of financial intermediary. In spite of their 
initial inhibitions, however, commercial banks did develop into the principal 
supplier of the borrowed funds for sales finance companies. 

The establishment of many sales finance companies and their rapid growth 
after World War I and the concurrent expansion of the motor vehicle industry 
could not have taken place as they did if sales finance companies had not qualified 
for sizable volume of bank loans. 

The table on the next page sets out the structure of liabilities of selected sales 
finance companies covering the prewar period of 1924 to 1939, taken from the 
study of Wilbur C. Plummer and Ralph A. Young, “Sales Finance Companies and 
Their Credit Practices’ (National Bureau of Economic Research, New York, 
1940). 

Particular attention is directed to the conservative “leverage” on equity funds. 
(Leverage is the ratio of borrowings to capital funds—a “yardstick” developed 
by bank creditors.) Equity funds during this period, except for isolated cases, 
consisted wholly of the capital stock and surplus of the companies; subordinated 
and junior subordinated debentures were not as yet elements of debt, nor of 
“capital funds.” 


Debt and net worth of selected sales finance companies, 1924-89, in percent of 
total liabilities or of total assets 








National companies Regional companies Local companies 

Short- Long- Net Short- Long- Net Short- Long- 

term term worth term term worth term term 

debt debt (equity debt debt (equity debt debt 

funds) funds) 

1924......- OB.) iscece sc. 22.9 §2.8 }......-.-- 36. 9 6257 Le seecewsce 33. 0 
wei 68. 1 2.3 21.1 54.8 10. 5 25. 4 60. 3 1.1 27.9 
10306.....-- 61. 5 11.5 18. 6 45.3 18.3 26. 5 59.0 .9 27.0 
1927_.....-- 49.0 22.0 20.5 43. 6 15.0 31.9 56.6 |.2-.2--.. 32. 2 
1998__....- 53. 6 16.3 20. 4 1 50. 6 18.7 131.0 00:3 beesicenwcs 31.6 
1990_.....- 50. 5 13.3 25. 8 42.4 9.1 38. 8 57.8 1.0 31.6 
1980.....-. 43.7 13. 4 29. 8 1 33.3 13.7 1 50.6 §2.1 1.2 37.2 
193] _....-- 40.6 14.3 33. 8 35. 5 8.8 38. 6 55. 5 .9 30. 7 
1982. ....-- 14.7 18.2 52.6 20. 3 9.7 55.9 38. 4 1.3 51.6 
1938... .-- 35. 5 7.9 41.6 33. 0 5.9 47.6 50.9 8 46. 5 
1984. .....- 46.1 4.7 33.6 41.1 3.6 40.0 51.9 6 38.6 
1935....--- 51.1 5.0 27.8 55.0 1.9 30. 6 63.3 5 29. 2 
1996......- 45.3 17.7 20. 4 61.7 8.0 28. 5 60. 5 2.6 27.9 
1987_...... 62.5 17.9 18.3 56.1 6.8 26. 5 62. 6 1.5 27.7 
oe cease 33.8 23.9 27.8 39. 3 9.8 40.3 §2. 4 1.7 38.6 
1930_.....- 41.5 16.9 23.6 38. 9 5.1 37.8 57.2 6.1 32. 2 





t Based on data for 4 companies only. 


Norg.—Data for 1924-33 obtained from National Credit Office, Inc., on companies using commercial 
paper; data for 1934-39 direct from companies. Percentages do not add to 100; the difference represents 
corporate reserves. Composition of groups: National companies—General Motor Acceptance Corp., 
Commercial Investment Inc., and Commercial Credit Co. for all yous, Universal Credit Corp. 
from 1928; regional companies—Associates Investment Co., National Bond and Investment Co., P 
Pinance . of California for all years, Maytag Acceptance Corp. from 1927; local companies—sample of 
13 for 1924-33, of 40 for 1934-38 and of 24 for 1939. 


Source: Wilbur C. Plummer and Ralph A. Young, ‘‘Sales Finance Companies and Their Credit Prac- 
tices,’” National Bureau of Economic Research, New York, 1940, p. 62. 
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Subordinated debentures were first publicly sold by one of the independent 
finance companies that formed the American Finance Conference in March 1936. 
After the war, this type of security became widely accepted and changed the 
structure of finance companies materially. The largest postwar costs that had 
to be absorbed were the increased taxes and, in the problem of preserving the 
low prevailing rates of finance charges to dealers and their customers, these new 
subordinated debentures proved to be an important tool. 

(1) Since it was subordinate to all other senior borrowings, in order of liqui- 
dation priority, it combined with the capital net worth of the company to broaden 
the “capital case’, or “borrowing base’, upon which to “construct” senior debt. 
This broadened borrowing base soon became generally accepted by both senior 
long-term and short-term creditors as equal to the former borrowing base of 
strictly orthodox liquid net worth, or equity funds. 

(2) Since subordinated debt qualified as debt because of its definite maturi- 
ties, the interest paid on subordinated debentures was an expense deductible 
for Federal income tax purposes—as dividends on capital were not. 

It followed, therefore, that those companies which could pyramid the greatest 
extension of debt structure could enjoy competitive advantages denied to those 
less fortunate, especially because of the tax disadvantage. 

'The effect of debt leverage on items of cost can be simply illustrated. In 
the following illustrations, a profit objective of 20 percent return, after Federal 
income tax, on common equity for average outstanding receivables is assumed, 
and interest cost of 4 percent is assumed.‘ (Operating costs, because leverage 
does not affect them, are omitted from consideration to simplify the illustrations. ) 

In the first illustration, a company operating without any debt would have the 
following cost-of-funds charges to pass on to its customers (plus operating costs) : 


Illustration 1—No debt 





Percent 

Interest:0n :e@Dt 22 ons oat oe ee ae Sa eh None 
Profit, after tax, on total common equity___________ ~~ 20. 00 
Income tax at 52 percent (52/48 of 20 percent)_..____________________ 21. 67 
Per-unit cost of funds per annum-______._._-_-- 2 41. 67 


Assume now the introduction of debt of 9 times common equity, or a leverage 
of 9 to 1: 
Illustration 2—$9 debt to $1 capital 





Percent 

Interest on 9 units of debt at 4 percent (94 percent) ~-______________ 386. 00 
Profit, after tax, on total common equity____._.___-__-_-_ 20. 00 
Income tax: O08: Prout... a a ee i es 21. 67 
Total cost of funds for 10 units (9 to 1)__-_-_-_~__- 77. 67 
Per-unit cost of funds (77.67 percent -+- 10)_----_--_- 7.76 


With a debt of 19 times common equity, or a 19-to-1 leverage, this picture 
emerges: 


Tilustration 8—$19 debt to $1 capital 


Percent 

Interest on 19 units of debt at 4 percent (194 percent)____________ 76. 00 
Profit, after tax, on total common equity_..--------_-~- 20. 00 
Pnconie:.tax On: proutssese cs ece ssc cece secs e toc ee ees 21. 67 
Total cost of funds for 20 units (19 to 1)__-___-_- 117. 67 
Per-unit cost of funds (117.67 percent + 20). -~--_____ 5. 88 


Thug, in illustration 1, with no debt, the per-unit cost of funds to be paid by 
the customer is 41.67 percent. In illustration 2, with a 9to-1 debt ratio, the 
per-unit. cost of funds to be paid by the customer is reduced to 7.76 percent. And 
in illustration 3, with a 19-to-1 debt ratio, the per-unit cost of funds to be paid 
by the customer is reduced to 5.88 percent. 


General Motors Acceptance Corp.’s avernge return for 1954-59 waa 20.4 reent on 
common net worth, after tax—which corresponds to General Motors’ ‘‘target”’ profit of 
20 percent, but 1s markedly higher than other finance companies’ return. Interest costs of 
GMAC for 1957 were 32.85 percent; these (rounded) are used here, since GMAC is strictly 
a sales finance company. 
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How pyramiding affects rates 

Whether comparative ratios are expressed in terms of risk assets or in liabili- 
ties, they reflect an increasing competitive advantage in the range of rates that 
cal be offered as the pyramid grows higher. 

The competitive advantage of pyramiding appears more clearly by elaboration 
of the 1%to-L and 9to-1 examples previously cited and the addition of a 4-to-1 
ratio, to represent small companies. The 19-to-1 ratio is double (plus 1) the 
¥to-l, and the latter in turn holds a comparable advantage over the 4-to-1. The 
following shows how this advantage makes a difference in spreading the cost of 
profit aud incume tax in the rate charged. 


Four-to-one ratio 
Profit: 20 percent, five units of funds; 4 percent per unit of funds. 
Tax: 21.67 percent, five units of funds; 4.33 percent per unit of funds. 
Per-unit profit-and-tax charge that must be added to interest and operating 
costs, 8.$5 percent per annum. 


Nine-to-ane ratio — 

Profit: 20 percent, 10 units of funds; 2 percent per unit of funds. 

Tax: 21.67 percent, 10 units of funds; 2.16 percent per unit of funds. 

Per-unit: protit-and-tax charge that must be added to interest and operating 
costs, 4.16 percent per annum. 


Vineteen-to-one ratio 

Protit: 20 percent. 20 units of funds; 1 percent per unit of funds. 

Tax: 21.67 percent, 20 units of funds; 1.08 percent per unit of funds. 

Per-unit: profit-and-tax charge that must be added to interest and operating 
costs, 2.08 percent per annum. 

Favorable per annum differential over 9-fo-1 company, 2.08 percent. 

Favorable per annum differential over 4-to-1 company, 6.25 percent. 

Thus it can be noted that leverage gives the 19-to-1 company a cost advantage 
over the ¥-to-l company about equal to the latter company’s tax cost—producing 
a competitive position for the 19-to-1 company equivalent to income tax ex- 
emption, and a far greater differential over the 4-to-1 company. 

Levernge bas always been an important tool of financial management, but 
since World War II and the imposition of the 52-percent income tax rate, it 
has become competitively decisive in the time sales financing business. It 
muy be stated unequivocally that primary credit institutions, such as com- 
mercial bunks and life insurance companies, to the extent that they waive 
or diminish for a special type of finance company the standards applied to 
all other such companies, can and do change the flow of funds and of business— 
bot only among finance companies, but between auto manufacturers who own 
captive companies and those who do not. 

The power of the ownership of GMAC by GM is nowhere better illustrated 
than in the borrowing of its funds. This power can be clearly engraved on 
your memories by simply reciting the fact that GM has tremendous bank 
balances in many of the banks of our country and, by reason of those balances, 
has great borrowing power. I have chided an officer of one of the largest banks 
in this country as to why he did not enforce the same borrowing ratios and 
cipital requirements on GMAC that he does on other finance companies, some 
of them very large. His reply was to simply shrug his shoulders and ask, 
“What would you do if the customer was merely borrowing the money that 
wns alrendy on deposit from his owner?’ He further stated that you can't 
require the same ratios from these people that you do from others. 

GMAC’s capital subsidy from GM is an exclusive privilege which allows 
fo te be snbstantially undercapitalized simply because it is owned by GM. 
Sach privileges have been formalized in writing in indenture agreements 
between GMAC and a number of the large life insurance companies and other 
institutional lenders. These agreements specifically require more capital for 
GMAC if GM ownership is ended. A complete text of these indentures ig 
asailsble in various places. One of them was furnished to the Senate Anti- 
trust and Monopoly Subcommittee in 1050: but perhaps the best way to de: vibe 
them would be to take the description given by General Motors, which reaates 
as follows: 

“Ip sccurdance with the provisions of its indentures, GMAC may borrow 
presently up te 100 percent of the amount of its capital stuck and surplus in 
sefiior suburdinated indebtedness as well as 100 percent in junior subordinated 
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indebtedness; i.e., the equivalent of 200 percent of its capital stock aud 
surplus * * * studies reveal that larger finance companies are limited to a 
ratio of 125 percent or even 100 percent. (Note: Lesser sized companies have 
lower limits. ) 

“* * * ag long as GMAC is owned by General Motors, it can borrow up to 
200 percent of its equity capital through issuing subordinated notes but only 
133 percent in the absence of GM ownership * * *.” 

Thus, GMAC has the exclusive privilege, which it exploits fully, of having 
a capital investment of one-half or less of the common capital required for a 
conventional sales finance company. The extent to which the indenture agree 
ments and other exclusive concessions by lenders has permitted GMAC to 
borrow funds, not on its own capital but on the strength and exeess capital of 
GM, is illustrated by the negligible amount of GMAC common net worth to 
total assets in 1955, when it reached a low of 4.85 percent of total assets or 
a borrowing ratio of almost 21 to 1 of common. By contrast, national banks, 


when their risk assets reach 6 or 7 to 1 of net worth are asked by the con- 
troller of the currency to increase their net worth. 


Debt and net worth, captive company (GMAC) and 4 largest independents, 
1948-—58—Amounts, and percentages of total liabilities 


{Dollars in millions} 


Captive sales finance company 4 largest independent sales finance Ratio of 
com 


es 4 inde- 
pendent 

com panies’ 

Year net worth 

Net worth Net worth | percentage 

Total lia- | Net worth | (percentof| Total lia- | Net worth | (percent of | to capuve 

bilities total lia- bilities total lia- {| company's 

bilities) bilities) net worth 

percentage 
1948: ws acccec-ee $614 $92 15.0 $1, 900 $303 1.07 
1949. ...---..2-2-- 1, 115 98 8.8 2, 250 355 1.81 
19S 222-525-0228 1, 598 139 8.8 2, 556 394 1.75 
IVS... sc eccscacns 1, 492 130 8.7 2, 821 424 L722 
j | i een eee 1, 802 141 7.8 3, 368 44° 17 
1958 2 oboe ceed 2, 568 154 6.0 3, 689 482 22 
1954.........-.--- 2, 651 166 6.3 3, 295 502 2 4! 
5S sence eweude ee 3, 800 21 6.1 4. 682 555 1.6 
1956 Joccens on cuces 4, 033 249 6.2 4, 823 603 297 
WoT eccaceeetade as 4, 397 273 6.2 5, 286 656 2 06 
1958...--.......-- 3, 881 295 7.6 4, 754 712 L& 








Norte.—For consistency with other tables in this discussion, net worth is related herein to total liabilitees, 
using data from Chapman and Jones, who related net worth to total debt. 


Source: GMAC reports: John H. Chapman and Frederick W. Jones, ‘‘ Finance Com es: How a>} 
ean aed Obtain Their Funds” (Graduate School of Business, Columbia University, New York, 19%.. 
pp 
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TaBLe II-16.—Subordinated debentures, captive company (GMAC) and 4 largest 
independents, 1948—58—Amounts, and percentages of total liabilities 


Captive sales finance company 4 largest independent sales finance 
companies 
Subordinated debentures Net Subordinated debentures Net 
worth _.__| worth 
plus sub- plus sub- 
Year ordi- ordi- 
nated nated 
deben- deben- 
Arro:int | Percent | Percent tures Arount | Percent | Percent tures 
(millions | of total ofnet | (capital | (millions| of total of net capital 
of dollars)! liabilities| worth base)— fof dollars}|lisbilities| worth ase)— 
percent percent 
of total of total 
liabilities liabilities 
TO4S oes eee None 0.0 0.0 15.0 51.6 2.7 17.0 18.7 
A949 re Se eo 75.0 6.7 76. 5 15.5 132.5 5.8 37.3 21.7 
1050 oe eee ee 100.0 6.3 71.9 15.1 137.5 5.4 34.9 20.8 
19S) 6c seksi tetses 100.0 6.7 76.9 15.4 139.0 4.9 32.8 19.9 
O52. ca Se deticecdetee 100. 0 5.6 70.9 13. 4 177.8 5.3 40.0 18. 7 
19532222 bees. 245.0 9.5 159.1 15.5 238.0 6.5 48.4 19.8 
WO34 sc  Ucceseed acess 275.0 10. 4 1165.7 16.7 295. 0 9.0 58.8 2. 2 
10552). oe a2 2g eta 350. 0 9.2 151.5 15.3 325. 8 7.0 58.7 18.8 
WOSG eee Sees Sotee 375.0 9.3 150. 6 15.5 436. 5 9.0 72.4 21.5 
TOS fer ccse ed westse 375.0 8.5 137.4 14.7 481.8 9.1 73. 4 21.5 
1058 2 wee eee: 379. 7 9.8 128.7 17.4 473.6 10.0 66.5 25.0 
1 High for period. 


Note.—For consistency with other tables in this discussion, figures are related herein to total liabilities, 
using data from Chapman and Jones, who related them to total debt. 


Source: GMAC reports; John H. Chapman and Frederick W. Jones, ‘‘ Finance Companies: How and 
Where They Obtain Their Funds’’ (Graduate School of Business, Columbia University, New York, 1959), 
pp. 40, 84. 


LOWER WHOLESALE FINANCING COSTS 


GM dealers have lower costs through low GMAC wholesale financing rates. 
Critics describe these rates as subsidized, based on evidence that they are below 
GMAC’s cost. In any event, GMAC rates were one-half of 1 percent or 1 percent 
below those of the largest independent competitor for 55 months of the 73-month 
period (January 1, 1952-February 2, 1959) covered in a GM statement to the 
Senate—or about 75 percent of the time. 

Ford considered GMAC wholesale rates as subsidized, actually or potentially, 
in its 1946 petition to the Supreme Court, wherein it referred to this competitive 
disadvantage: 

“Nor is it [Ford] in a position to absorb the entire cost of floor planning new 
cars and trucks for its dealers while General Motors Corp., through General Mo- 
tors Acceptance Corp., can do so.” 

A noteworthy instance of GMAC’s apparent use of below-cost wholesale 
financing as an auto sales weapon is to be seen in the period leading up to and 
into the record sales year of 1955. For most of 1953 the company’s wholesale 
rate was 5 percent, or a 1.69-percent differential over GMAC’s average interest 
costs of 3.31 percent that year, according to figures it filed with the Senate” By 
1955 the wholesale rate had dropped by stages to 3.5 percent, whereas GMAC’s 
average interest cost for that year was 3.22 percent. 

Thus, the wholesale rate was pushed down 1.5 percent in 2 years, while the 
company’s costs in interest rates were reduced only 0.09 percent. The slight 
spread of 0.28 percent between interest cost and wholesale rate, which prevailed 
most of 1955, could not have begun to offset the company’s operating costs in 
providing the credit, conclude independent sales finance company observers. 
They point out that regular physical verification of floor-plan vehicles is costly, 
and they question that GM’s description of GMAC wholesale business as “profit- 
abie,” as stated to the Senate in 1959, could have applied to that of 1955 in par- 
ticular, or of other years when the margin was greater. 


® Senate hearings, 1959, op. cit., pp. 448, 456. 
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In contrast to GMAC’s interest cost-wholesale rate margin of 0.28 percent, the 
largest independent finance company had a 1.26-percent margin in effect in 1%5 
(and 2 percent or more for most of the 1952-57 period). In view of the tradi- 
tional importance of wholesale credit in procuring retail business and the in- 
tense competition among independents, it would seem implausible that the largest 
independent would overprice its wholesale credit, in competition against either 
GMAC or other companies. 

The actual saving to a GM dealer benefiting from a one-half of 1 percent lower 
wholesale rate and lower fiat charge per car for insurance would amount to $2.50 
a car comparing GMAC’s terms and those of a major competitor, the Ford spokes- 
man told the Senate subcommittee in 1959. 

Such a difference is significant, considering the narrow profit margins on which 
dealers operate. According to the National Automobile Dealers Association, all 
dealers’ net operating profit per new car sold in 1960 averaged $22, or only one 
half of 1 percent, before Federal income taxes. These figures include finance 
reserves. 

Early in 1959, shortly after divestiture bills were introduced in the Senate. 
GMAC raised its wholesale rate to meet the prevailing industry rate—but it 
had maintained a lower-than-industry rate continuously from late 1954 into 
1959, except for a 10-day interval. GMAC’s flat rate charge still held in 1959 at 
an estimated $1 per car below others prevailing. 


GM DEALER HAS FIVE POCKETS OF INCOME 


“The GM dealer receives five incomes controlled by GM and its subsidiaries, 
an exclusive General Motors privilege. They are (1) the markup on the new 
ear, (2) the normal reserve for losses on time sales set up on the books of 
GMAC, (3) the overage or pack charged to time buyers when the charges reach 
or approach the maximum set by law, and such overage is then credited to or 
paid to the dealer by GMAC, (4) the commission paid auto dealers on insurance 
included and paid for in the time sale contract, (5) the income, so long as the 
dealer remains a GM dealer, from the repairs and parts replacements under 
losses under such policies. 

“Under the GM mobility-of-subsidy plan, all these incomes are under GM con- 
trol and passed on to the dealer from GM or its subsidiaries. With an under- 
standing of this, it becomes clear why GMAC with all its freak advantayes of 
leverage, low money costs, and practically no acquisition cost, permit high 
charges to the public. 

“The maximum rates simply generate the overages or packs paid by the time 
buyers. GMAC then becomes the source of this pocket of income for the dealers. 
This, along with the other four pocketbooks, enables GM to ccontrol and hold the 
GM dealers from going to other manufacturers. It practically eliminates dealer 
turnover from GM to other manufacturers and attracts the best dealers from 
the other manufacturers.” ° 

Besides being tied to a single source for all five sources of income, the dealer is 
further kept under the factory’s control by the delayed nature of two of tbe fire 
sources. The same witness explained (p. 305): 

“The dealer has two immediate incomes—the markup on the car and the «m- 
mission on the insurance—and two delayed incomes—the profitable reserve cn 
the books and in the possession of GMAC, and the profits he will make on repair- 
ing cars under insurance losses on policies he has written with the GMAC 
insurance subsidiary. 

“It doesn’t take any great imagination to see that such a dealer would hesitate 
to switch franchises to a Ford or Chrysler product, or back in the days of 
Kaiser-Frazier, to their franchise. 

“This dealer would have to trust a finance company belonging to an unfriend!y 
manufacturer to collect his accounts well in order that no unusual losses would 
occur so that the direct profits from the reserves would come to him in that 
amount that he expected in the beginning. This dealer knows that the delayed 
Income on the repairs to cars under losses on the insurance policies would cer: 


tainly not go to him but instead to the dealer who succeeded him in the General 
Motors franchise.” 


¢ Auto financing legislation. Senate hearings, 1959, pp. 303, 304. 


AUTO FINANCING LEGISLATION 363 


If GM and GMAC were divorced and other auto manufacturers likewise for- 
dDidden to own finance companies, the factory would control only one of the deal- 
er's “tive pocketbooks of income’’—the sale of the car—proponents of such action 
point out. 

This would put all manufacturers, present and future, on the same footing. 

GM dealers could continue to get the four other pockets of income from an 
independent GMAC, without any factory pressures from this source on inventory 
loading. 

Dealers of other makes could use the same services. And all dealers could 
use the services of other independent finance companies and other institutions, 
according to their free choice. 


The CHamman. Thank you, Mr. Cassat. 

We will now terminate the hearings for today and we will meet 
tomorrow morning at 10 o'clock to hear Mr. Louis Werner, of Peat 
Marwick & Mitchell, Chicago, Ill.; Hon. Lee Loevinger, Assistant 
Attorney General, Antitrust Division, Department of Justice; Hon. 
Paul Rand Dixon, Chairman, Federal Trade Commission; and David 
B. Steere, president, Allied Finance Corp., Dallas, Tex. 

We will now adjourn until tomorrow morning at 10 o’clock. 

(Whereupon, at 5:20 p.m., the committee recessed, to reconvene at 
10a.m., Thursday, June 8, 1961.) 
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THURSDAY, JUNE 8, 1961 


HovseE or REPRESENTATIVES, 
ANTITRUST SUBCOMMITTEE 
OF THE COMMITTEE ON THE JUDICIARY, 
Washington, D.C. 


The subcommittee met, pursuant to recess, at 10 a.m., in room 346, 
Old House Office Building, Hon. Emanuel Celler (chairman of the 
committee) presiding. 

Present: Representatives Celler, Rodino, Rogers, Toll, McCulloch, 
and Meader. 

Also present: Herbert N. Maletz, chief counsel; William H. Crab- 
tree, associate counsel; and Herbert Fuchs, assistant counsel. 

The Cuarrman. The committee will come to order. 

Our first witness this morning is the Honorable Lee Loevinger, 
Assistant Attorney General of the Antitrust Division of the Depart- 
ment of Justice. 

Judge Loevinger, we will be very happy to hear from you. Will 
you identify the gentlemen on your left and right ? 


STATEMENT OF HON. LEE LOEVINGER, ASSISTANT ATTORNEY 
GENERAL; ACCOMPANIED BY JOHN DUFFNER, LARRY WIL- 
LIAMS, AND SAM GORDON, ATTORNEYS, ANTITRUST DIVISION, 
DEPARTMENT OF JUSTICE 


Mr. Lorvincer. Iam accompamed by Mr. John Duffner, Mr. Larry 
Williams, and Mr. Sam Gordon, all of whom are attorneys in the 
Antitrust Division of the Department. of Justice. 

I am appearing today at vour request to present. the views of the 
Department of Justice on H.R. 71. This bill would make it unlawful 
for a manufacturer of motor vehicles to own or control facilities for 
financing the wholesale or retail sale of motor vehicles produced by 
such manufacturer. The manufacturer would also be prohibited from 
owning or controlling facilities for issuing Insurance policies in con- 
nection with the sale or purchase of its motor vehicles. The bill 
would be enforced by the Attorney General through action in the 
district courts. A manufacturer could extend short-term credit to 
dealers and others who buy at wholesale. 

Among the domestic automobile manufacturers, only General 
Motors Corp. and Ford Motor Co. own subsidiaries engaged in auto- 
mobile financing and insurance. General Motors. through its wholly 
owned subsidiary, General Motors Acceptance Corp. (GMAC), has 
engaged in automobile financing since 1919. With assets in 1960 of 
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$5.2 billion, bills and notes receivable of $4.9 billion, and 1960 net 
earnings, after taxes, of $52.5 million, GMAC is the world’s largest 
sales finance company. 

GMAC’s bills and notes receivable at the close of 1960 exceeded in 
dollar amount the loans and mortgages of the Chase Manhattan Bank. 
General Motors also owns Yellow Manufacturing Acceptance Corp. 
(YMAC), which finances sales of GM’s trucks, buses, and earthmoving 
equipment. YMAC’s assets in 1959 totaled $255.2 million, its volume 
of business was $444.6 million, and its net income, after taxes, was 
$1.3 million. 

GMAC has a wholly owned subsidiary, Motors Insurance Corp. 
(MIC), which engages in automobile insurance and is probably the 
Nation’s largest automobile insurer. MIC had assets of at least $225.4 
million in 1960; its net premiums totaled $172 million, and its net 
earnings, after taxes, in 1960 were $5.1 million. 

Ford Motor Co. and Chrysler Corp. ceased their affiliations with 
automobile finance companies pursuant to antitrust consent decrees 
entered in 1938. Ford has recently reentered the automobile financ- 
ing field with the establishment, in late 1959, of a subsidiary, the Ford 
Motor Credit Co. Ford has also established American Road Insur- 
ance Co., a wholly owned subsidiary, to engage in automobile insur- 
ance. 

Neither Chrysler nor Studebaker-Packard engages in automobile 
insurance or financing. While American Motors Co. has a financing 
subsidiary, apparently it engages in financing of household appliances 
rather than automobiles. 

Under H.R. 71, General Motors and Ford, as a practical matter, 
would be required to divest themselves of their financing and insur- 
ance subsidiaries since they could retain them only if they were not 
used to finance or insure motor vehicles of their own manufacture. 
No doubt General Motors and Ford would be unwilling to use their 
subsidiaries solely to aid in the financing and insuring of vehicles 
manufactured by their competitors. 

H.R. 71 is designed to remove competitive inequalities in three 
fields: those existing among motor vehicle manufacturers since some 
have financing and insurance subsidiaries while others do not; those 
among financing institutions since some are integrated with auto manu- 
faturers while others have no such affiliation; and inequalities existing 
among insurance companies because some are owned by auto manu- 
facturers while others are not. 

During the past 23 years, the Department has concerned itself with 
antitrust problems in these and related fields. In the 1930's, Ford and 
Chrysler, as well as General Motors, had automobile financing sul- 
sidiaries or affiliates. Criminal antitrust suits were brought sepa- 
rately against. GM, Ford, and Chrysler in 1938, based on Sherman 
Act charges of conspiracy to coerce the dealers to use the financing 
offered by the manufacturer’s subsidiary or affiliate and to discrimt- 
nate against independent automobile sales finance companies. 

The criminal cases against Ford and Chrysler were dropped and 
civil suits were instituted in their place followed by consent decrees 
in 1938 restraining them from coercing their dealers to use their financ- 
ing and from discriminating against independent finance companies. 

The decrees also prohibited Ford and Chrysler from owning or con- 
trolling finance companies, but provided that this prohibition would 
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be inoperative 1f the Government did not obtain divestiture of GMAC 
from GM by a certain date. 

GM refused to enter into a consent decree at that. time. The 1938 
criminal case, which charged violation of section 1 of the Sherman 
Act, was tried on the merits and resulted in conviction of GM and 
GMAC (and other GM subsidiaries) in 1939. The conviction was 
sustained on appeal (United States v. General Motors Corporation, 
121 F. 2d 376 (CA. 7, 1941), cert. den. 314 U.S. 618 (1941), rehear- 
ing den. 314 U.S. 710). 

The CuHarrmay. Is it not.a rather anomalous situation that the com- 
panies that chose to enter into a consent decree and divest themselves 
of any affiation with finance companies found themselves in a posi- 
tion where, if they had fought the case, they would not have been in 
the position of having to do without a finance company, whereas the 
other company, General Motors, which sought to fight the case, was 
not barred from engaging in the financing business ? 

And then you have the situation where a criminal proceeding was 
instituted which resulted in a conviction against General Motors. 
Nevertheless, GM obtained a consent decree in the companion civil 
case which permitted it to go on with the evil—I say “evil” because the 
Government's contention originally was that that was an evil. 

Is this not a rather anomalous situation ? 

Mr. Lorevincer. Whether it was evil or not, it was at least a crime 
because it. was so adjudicated. 

I think it is anomalous, sir. I think in some respects this case, won 
by the Antitrust Division against General Motors, that I have just 
referred to and cited, although it is on the books as a victory, may 
properly be regarded as one of the great failures of antitrust. 

And perhaps this is something that might merit congressional con- 
sideration as to what might be done to prevent such an anomaly. 

The CuraikMAN. Is that consent decree res adjudicata as to the facts 
in that case? And if it is res adjudicata, then is not the only way 
open to remove the evil, if there is evil, recourse to Congress ? 

Mr. Lorvincer. The question of whether or not the consent decree 
against Ford and Chrysler 1s or is not res adjudicata has been the 
subject of litigation and, as to both of them, has gone to the U.S. 
Supreme Court on at least some aspects of those issues. 

The CHatrmMan. How about the consent decree entered into subse- 
quently by General Motors ? 

Mr. Lorvincer. I would prefer not to comment on the legal effects 
of that, Mr. Chairman, because I would prefer to keep myself at 
liberty to examine the legal issues and to take such position as that 
examination might indicate to be warranted, without being prejudiced 
by having made a statement to you, sir. 

The Cuarrman. Do you think—you do not have to answer this if 
you do not wish to because of your position—do you think that the 
consent decree that was entered into by General Motors was in the 
public interest ? 

Mr. Logevincer. Do I personally think that? I have no right to 
speak for anyone but myself on this, sir. 

The CHarrman. Personally, yes. 

Mr. Lorvincer. Personally, I do not. 

Mr. McCutiocuw. When was that decree entered, Mr. Chairman? 

The CHatrMAN. 1952. 
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Mr. McCuttocn. I would like to make one comment. 

The Cuarmman. It was a Democratic administration. 

Mr. McCutiocn. I just like to have these things placed on the 
record. I was interested in your comment, Mr. Chairman, concerning 
the type of relief which has grown out of these cases—the final pro- 
visions of the consent decree and the effect of the criminal action. 

You know, I am inclined to believe, Mr. Chairman, from the study 
I have given to this subject, that the proceedings were in strict ac- 
cordance with law and in accordance with Anglo-Saxon legal trad- 
tion. I cannot see that there is anything wrong when a litigant, espe 
cially when the powerful Government is a party against him, takes 
advantage of everything that is in the law. 

It appears to me, from a quick reading of the consent decree hear- 
ings, that the Government decided it did not have the necessary evi- 
dence to secure divestiture. The business practices resulting from that 
decree, I think, must have some solid basis in the rights of litigants 
both in private and in public matters. 

Mr. Meaper. Will the gentleman yield? 

Mr. McCutxocu. Yes. 

Mr. Meaper. I think it should be noted, and I thought yesterday 
when this subject was raised, that the attorney for the Justice Depart- 
ment who acted for the Government in entering into this cunsent 
decree was Holmes Baldridge, who was an individual who was praised 
by the majority of this subcommittee in connection with the consent 
decree investigation of A.T. & T. and Western Electric, because he 
violently favored divestiture in that case. 

The Guana. If I remember correctly, I will say to the gentle 
man from Michigan, that Mr. Baldridge was not praised at. all. 

He was called as a witness before this committee on the A.T. & T. 
case, but I do not recall any praise for him on the General Motors case. 

With regard to the General Motors case, I personally think that this 
was something that should have been left to the courts, so that future 
administrations would not be embarrassed in a case of such tremen- 
dous magnitude, one which impinged so much on the public intere=t. 

Mr. MeApER: Mr. Chairman, may I proceed with a question ? 

Mr. McCutrocn. Might I just. me ie one further statement. At 
the time General Motors consented to the entry of a consent decree, the 
(Jovernment was in control of the case. The defendant. in refusing to 
agree to a divestiture only asserted the rights that any litigant should 
have in our society. 

T now yield. 

Mr. Mraper. Mr. Chairman, since the question of res adjudicata in 
the consent decree of 1952 has been raised, I think I ought to call Mr. 
Loevinger’s attention to testimony given yesterday, commencing on 
pages 148, 149, and 150 of our hearings of yesterday, where Mr. 
Omacht, the counsel for the American Finance Co. and one of the 
officers of the independent finance companies, testified about. conversa- 
tions with the Justice Department concerning this point, both in the 
previous administration, and then he referred to a conversation with 
you, Mr. Loevinger, and I would like to read part of it. 


The chairman said to Mr. Omacht: 
Have you had such an opinion from the present Attorney General? 
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And Mr. Omacht said: 


Yes. You did not ask meif it was in writing, did you? 

The CHAIRMAN. What is that? 

Mr. OmacutT. You did not ask me if it was Mr. Loevinger’s opinion that was 
in writing’ It was not in writing, but we have talked to him about it. 

The CHAIRMAN. And if it is true that the divestiture matter is res adjudicata, 
would that not be the best reason in the world to feel that there is an evil here 
by continuing the joining of General Motors and GMAC; would you not say 
that that is the best reusun in the world why you come to Congress for relief? 


And Mr. Omacht answered in the affirmative. 

But I did want to point out, Judge Loevinger, that there was test1- 
mony yesterday that you had rendered an informal oral opinion to 
Mr. Omacht and his associates that 1952 was res adjudicata on the 
point of divestiture. 

Mr. Lorvincer. I am not aware, sir, of having rendered such an 
opinion or having intended to do so. 

As you are probably quite aware yourself, there is some difference 
between sitting in your office and having a casual conversation with 
people who are informally discussing a subject. with you and making 
a statement to which you give consideration in the hght of the fact 
that vou are addressing Congress or that. your remarks are being taken 
down. 

It is possible that I may in the course of a casual conversation have 
made a remark that was susceptible of such an interpretation. 

I certainly would not deny that possibility or claim that anyone 
Was misquoting me. I have not rendered any opinion and have not 
intended to render any opinion that. is entitled to any weight as a legal 
piitemnent arrived at on the basis of considering the matters involved 

ere as to the lecal etfect of these decrees. 

We have some memorandums in our files. There have been staff 
members that have worked on this. It 1s an extremely complex matter 
involving many considerations, both factual and legal, and we are 
ny not prepared to state a position on that. 

_ Mr. Meaper. I believe you will agree with me that. this is a very 
mipoertant point bearing upon the necessity of this legislation, be- 
cause if divestiture is not foreclosed because of res adjudicata, then 
the ability rests with the Department. of Justice to proceed to accom- 
phish divestiture if it is considered desirable, without new legislation. 

Mr. Loevincer. Yes, sir. 

Mr. Mraper. And legislation restricted to a special industry. 

Mr. Lorvincer. Let me point out three things: First, whether or 
not res adjudicata exists, it 1s self-evident that if such an attempt were 
made by the Department of Justice, GM would raise the claim of res 
adjudicata, This would involve a most protracted and difficult law- 
suit. inanyv event. 

In the second place, part of the problem that you run into has al- 
ready been exanplined: by the civil suit that was against General 
Motors. 

General Motors has something on the order of 15,000 dealers. I 
don't know whether it is a few more or a few less now, but it runs into 
tens of thousands. 

If the Government claims that the existence of the relationship has 
a coercive effect and calls some of the dealers to testify to that as it 
did in the criminal] case, then General Motors contends it has to call 
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all of the others to testify that they weren’t coerced or at least to ex- 
plore their relationship to General Motors and GMAC. 

Well, if vou start calling 15,000 dealers by doing nothing more than 
taking testimony, you can prolong the trial of a case not only for a long 
period but. possibly even beyond the resources of the Department of 
Justice. 

And since time is on the side of the person who is defending, this 
can in and of itself be a potent weapon. 

In the third place, in the Ford Motor Co. case, in the Supreme Court, 
Justice Black expressed doubt that in the face of the proceedings that 
had been taken a Federal court would order divestiture of a finance 
company from an automobile manufacturer. 

Now, this is not a majority opinion nor is this a flat dictum. But it 
is an expression, at least from the highest source and entitled to con- 
siderably more weight than anything I might say to you, and I think 
that those factors, although not. conclusive, should be weighed. 

Mr. Meaprer. Judge Loevinger, I am a little confused about the 
reference to coercion. 

The injunction prohibits coercion at this time, and that would merely 
be a matter of contempt proceedings whether or not the decree was 
disobeyed. 

As I understand it, the question of divestiture would more properly 
be under section 7 of the act. It would not involve the problem of co- 
ercion, the protracted litigation that you envisage with all these wit- 
nesses. 

Mr. Loevincer. There are legal questions also as to that. 

GMAC was set up as a subsidiary of General Motors, and section 7, 
so far as I am aware, has not. yet been applied to any corporation that 
was set, up as a wholly owned subsidiary of another corporation. 

Again, I am not prepared to express an opinion as to whether it 
should or should not apply. The reason that I understand that the 
consent decree was accepted by Mr. Baldridge in 1952 was his opinion 
that they could not then currently prove the existence of coercive 
tactics. 

I would assume that it might be the position of the Government in 
any such suit that the existence of the mere relationship between 
GMAC and GM was inherently coercive. 

Again, this is a rather offhand opinion, and I would like to 
reserve both for myself and the Justice Department the right to take 
any other position if we should ever be in court, because I simply 
haven’t given adequate thought to this to be able to state a position 
that will commit us. 

Mr. Maerz. Mr. Chairman ? 

Judge Loevinger, as you testified, General Motors and GMAC were 
convicted by a jury for engaging in a conspiracy in restraint. of trade 
in violation of section 1 of the Sherman Act, isn’t that correct ? 

Mr. Loevincer. Yes, sir. 

Mr. Maerz. Now, the companion civil suit charged General Motors 
and GMAC with conspiring to restrain trade in violation of section 
1 of the Sherman Act, is that. night? 

Mr. Lorvincer. Yes, sir. 

Mr. Maerz. Wasn’t the criminal conviction res adjudicata with 
respect. to the violations so far as this civil complaint is concerned ? 
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Mr. Loevincer. I think it might be. Apparently, it was not used 
as such In the civil case. 

Mr. Maerz. When defendants are convicted beyond a reasonable 
doubt of having violated section 1 of the Sherman Act, and when the 
parties in the civil suit are exactly the same, haven’t a great number 
of courts held that. the criminal conviction is res adjudicata in the civil 
case ? 

Mr. Lorvincer. I don’t believe there are a great number of hold- 
gS I think there are some, sir. 

fr. Maerz. Yes. Well, if this doctrine of res adjudicata applied 
in the civil case, wasn't the only basic issue in the civil case the question 
of relief? 

Mr. Lorevincrr. There were other charges in the civil cases, and I 
assume that the Government attorneys were not sure that a Sherman 
Act, section 1 charge, even if established, was sufficient to secure 
divest iture. 

Mr. Maerz. But the basic issue, the issue of violation had already 
been adjudicated in the criminal case, had it not ? 

Mr. Lorvincer. That.is section 1 of the Sherman Act ? 

Mr. Maerz. Yes. 

Mr. Lorevincer. Yes, sir. 

Mr. Maerz. Now, that being the case, if the Department of Justice 
had litigated the civil action, ‘he basic issue in the civil action would 
have simply been the question of relief, isn’t that true? 

Mr. Loevincer. There appear to me to have been some other issues. 

The difficulty with this line of inquiry, Mr. Maletz, if I may be pre- 
sumptious enough to suggest it, is that I don’t see much profit in trying 
to second-guess that. case. 

Whether or not the decision by the Government lawyers was right or 
wrong doesn’t really help us much now. 

I think that the present. position, the present legal position of the 
Government, is relevant, but I don’t want to be in the position either 
of approving or disapproving what predecessors in the Antitrust 
Division have done. I don't think that it 1s appropriate for me to 
attempt to pass judgment on whether or not they were right in cir- 
cumstances it is very difficult for me to recapture. 

Mr. Marrrz. Well, may I ask you this: Is there in your personal 
judgment any basic distinction as a legal matter as between the facts 
in the Du Pont-General Motors situation and the facts in the General 
Motors-GMAC situation ? 

Mr. Loevincer. Qh, yes, I think the facts of the cases are quite dis- 
tinguishable, and while some of the legal principles may be applicable, 
I wouldn't want to say the cases are the same. 

Mr. Mavetz. There are certain distinctions in fact, but conceptually 
is there any distinction generally between the two types of situations? 

Mr. Lorvincer. I think one might almost say that cases of such 
character as those involving Du Pont and General Motors involve such 
large and significant aggregations of economic power that each one is 
sui generis. It is very difficult for me to say that you would have a 
precise analogy to this case. 

Certainly the legal principles that have been established by the 
Supreme Court in the )u Pont-General Motors case are of widespread 
applicability. 
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On the other hand, those principles have been only very recently 
established. 

Mr. Maerz. The reason, Judge Loevinger, for asking this latter 
group of questions was because of testimony by Judge Thurman 
Arnold before the Senate Antitrust Subcommittee. 

He testified in part as follows, and I quote from page 271: 

But these bills are not an amendment of the antitrust laws to make them 
apply differently to the automobile industry or the GM—GMAC combination than 
they do to other industries. They attempt only to remove a special privilege 
which now prevents the antitrust law from being enforced against GM. 

Du Pont’s stockownership in GM was held to be in violation of section 7 in a 
far weaker case than was the divestment suit against General Motors. No 
other corporation with the power of General Motors may lawfully ally itself 
exclusively to a large financial organization where the effect is to impose a 
competitive handicap on smaller manufacturers. 

It would be a grave injustice to the independent finance companies us wel! 
as to the smaller automobile companies if Ford is allowed to violate the luw 
laid down in the Du Pont case. It would cut down the free financial market 
open to independents to a tremendous extent. It would increase the disability of 
the independent smaller automobile companies which were so close to being 
driven out of business. They were saved only because they had the imaginativn 
and energy to put out a small car which has so much popular appeal that GM 
is letting GM dealers sell it and GMAC finance it. 


And skipping a paragraph: 

If one of these bills is not passed, the largest company in the automobile indus- 
try and the dominating industrial concern in the United States is guing tv 
have a special privilege in finance accorded to no one else in the financing field. 
If Ford and Chrysler should acquire their own finance companies, they ar 
going to have a limited privilege which will be effective only if the Departwest 
of Justice and the Federal Trade Commission wink at their violation of 
section 7. 

Would you care to comment any more thzn you have? 

Mr. Lorvincer. I would prefer not to. 

Mr. Matertz. On this fact of Judge Arnold’s testimony ? 

Mr. Loevincer. I would prefer not to. 

The CuarrmMan. I didn’t hear your answer. 

Mr. Lorvincer. I said I would prefer not to comment. 

The CHairMAN. Qh, I see, all right. 

Supposing you go on with your statement then. 

Mr. Loevincer. In the United States v. General Motors the Gov- 
ernment proved that defendants had been coercing GM dealers to use 
the financing of GMAC at wholesale and retail levels and had been 
discriminating against other sales finance companies. The coercion 
and discrimination were effected by such means as threats to cancel 
and actual cancellation of dealers’ franchises for not giving their 
finance business to GMAC; GM’s withholding delivery of cars when 
they were in short supply or delivery of excess cars or cars of the 
wrong model or color, 1n periods of overproduction to noncooperat ing 
dealers; and defendants arranging matters so that independent sales 
finance companies could not get or were delayed in getting necessary 
title instruments for financing the GM dealers. 

In October 1940, the Government commenced a civil suit for diverce- 
ment against GM and GMAC, under the Sherman and Clayton Acts. 
This was based on many of the same charges of coercion of dealers 
and discrimination against independent sales finance companies. The 
war intervened and thereafter defendants resorted to excessive di 
covery proceedings, including the taking of close to 400 depositions 
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Finally, the parties entered into a consent decree, dated July 28, 1952, 
enjoining coercion and discrimination but leaving GM’s ownership 
of GMAC unchanged. 

In the meantime, in 1949, the Ford and Chrysler consent decree bans 
against their affiliation with finance companies were lifted (see Ford 

otor Co. v. United States, 335 U.S. 308 (1948) ), and later the in- 
junctive prohibitions of those decrees were amended to conform to the 
GM decree so that the consent decrees of the three big auto manufac- 
turers were substantially the same. 

In the Government’s pending civil antitrust suit against General 
Motors! charging monopolizing in the manufacture and sale of buses, 
one of the charges is that GM has used its financing subsidiary, 
YMAC, as a weapon of monopolization by extending preferential 
financing terms which competitors could not meet. 

The CHairman. Just a minute, Judge. 

In that statement: “In the Government’s pending civil antitrust 
suit against General Motors charging monopolizing in the manufac- 
ture and sale of buses, one of the charges is that GM has used its 
financing subsidiary, YMAC, as a weapon of monopolization by ex- 
tending preferential financing terms which competitors could not 
meet. 

Now, this latter charge—and you referred to one of the charges— 
is exactly what the pending bill involves? 

Mr. Lorvincer. Yes, sir. 

The CHamman. Namely, a similar kind of extended preferential 
financing terms? 

Mr. Loevincer. Sir, undoubtedly this bill, if it became law, would 
meet that charge in that pending case and would make any relief by 
way of litigation unnecessary so far as that charge is concerned. 

In another pending civil antitrust suit against GM involving its 
acquisition of Kuclid Road Machinery Co., a manufacturer of off-the- 
road, earthmoving equipment, the Government may rely, among other 
things, on GM’s ownership of YMAC as giving it a competitive 
advantage over other manufacturers.? 

In another field—railroad locomotives—an indictment has recently 
been returned against GM * charging monopolization of the manufac- 
ture and sale of diesel locomotives. 

GM’s financing and sale of locomotives on terms its competitors 
could not profitably match is alleged as one of the means used to 
effectuate the monopolization. 

In view of all these circumstances, it appears that H.R. 71 may 
serve important antitrust objectives. The bill seeks to remove serious 
competitive disadvantages suffered by independent financing institu- 
tions as compared to those who are affiliated with the motor vehicle 
manufacturer. The theory of the bill, as I understand it, is this. 

Because the dealer is utterly dependent on the manufacturer for his 
supply of vehicles and has extensive capital and savings tied up in 
the business, the slightest suggestion by the manufacturer that the 
dealer use its financing facilities is generally sufficient to accomplish 
that purpose. Moreover, the dealers have been educated to think of 


1United Statea v. General Motors Corp., B.D. Mich., Civil No. 15816 (filed July 1956). 
SUnited States v. General Motors Corp., N.D. Ohio, Civil No. 36032 (filed October 1959). 
iosiy States v. General Motors Corp., S.D.N.Y., Criminal No. 61-6R—356 (filed April 
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themselves as belonging to the manufacturer’s family and they find it 
prudent to keep their financing business within the family. 

The dealers are thus a captive market for the manufacturer's over 
financing and other things being equal—for example, if the financing 
rates are the same—the independent finance companies are largely 
foreclosed from getting the business. 

Furthermore, other things are not equal since the manufacturer's 
financing subs:diary can frequently offer financing to the dealers xt 
lower rates. Its costs of acquiring the business of the captive dealers 
are less. Moreover, with the vast economic power of the manufac- 
turer in back of it, the manufacturer’s financing subsidiary gains tre- 
mendous financial leverage and it may borrow money more easily or 
on more advantageous terms than the independents. 

The CHarrman. Let me read a statement on that score. 

Judge Brandeis said in his dissenting opinion in American Luaber 


Co.v. U.S. (257 US. 377) : 


Restraint may be exerted through force or fraud or agreement. It may te 
exerted through moral or through legal obligations; through fear or through 
hope. It may exist, although it is not manifested in any overt act. and even 
though there is no intent to restrain. Words of advice, seemingly innocent and 
perhaps benevolent, may restrain, when uttered under circumstances that make 
advice equivalent to command. For the essence of restraint is power: and 
power may arise merely out of position. Wherever a dominant position has 
been attained, restraint necessarily arises. And when dominance is attained 
or is sought, through combination—however good the motives or the maunecs 
of those participating—the Sherman law is violated provided, of course, Cia’ 
the restraint be what is called unreasonable. 

And that fits exactly into this picture with reference to the relatien- 
ship between dealers and automobile manufacturing companies. 

Mr. McCciiocu. Mr. Chairman, I would lke to ask Judge Loevin- 
ger a question at this point. 

Does the Justice Department have detailed information on the 

Vv 
amount by percentages and on the amount by dollars that GM At 
finances of the sale of automobiles by General Motors dealers! 

What share of the market of General Motors products in percent- 
ages and in dollars does GMAC have in order that we may have a 
basis upon which to make a judgment ? 

Mr. Lorvincer. I think that those figures have been disclosed a> of 
1958 in hearings. We have some figures. I do not have them at my 
fingertips. 

Mr. McCunbtocu. Counsel tells me that it is in the next paragraph 
of vour statement. 

One further question: 

T note here that you state at the bottom of page 6: 

Moreover, with the vast economic power of the manufacturer in back of it. 
the manufacturer's financing subsidiary gains tremendous financial leverage and 


it may borrow money more easily or on more advantageous terms than the 
independents. 


Now, yesterday I noted that the independents had gone to the open 
market. for short-term funds. While I do not have the figures befor 
me, I think the independents were able to secure short-term funds 
ata rate that was not very much at. all in excess of what the Federal 
Government had to pay for short-term funds. I make this observa- 
tion as acomment to this part of your statement. 
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Mr. Loevincer. Actually, the figures that we have from the Amer- 
ican Banker, sir, show that the total capital funds available to 
(; MAC as compared to its own capital and surplus represent a much 
larger ratio than those of any other substantial company. 

Mr. MceCunrocu. Yes, I certainly would agree with that. I was 
talking more about the rate in the marketplace. 

Mr. Lorvincer. I believe that is so. The difference is that the 
ability to borrow a larger amount on smaller invested capital in the 
financing business gives you a leverage that, in fact, is the equivalent 
of borrowing at a lower rate, because you can make a higher rate of 
renirn on your own invested capital. 

In other words, 1f you can borrow $3,000 on $1,000 of your own, 
and Focan only borrow $1,000, and each of us can Jend our total ac- 
cumulated funds or our total available funds at the same interest 
rate to borrowers, vou are going to make a lot more money on the 
capital you have put up than L. 

Mr. MeCeunrocu. IT would agree with that conclusion, but do we 
have any evidence, or will we have any evidence for the record, that 
the independent financing companies cannot borrow the same amount 
of money at the rates indicated. 

Mr. Lorvincrer. Well, as I say, I do not know that this goes directly 
to the mterest. rates, but as ree ently as 1958 there was a ‘contract be- 
tween GMAC and a number of insurance companies which provided, 
in substance, that GMAC was entitled or could borrow a certain 
specified amount of money in terms, [T believe, of hundreds of mil- 
lions so long as it was owned by GM, but specifically provided that if 
its ownership by GM were terminated, that it could borrow only a 
substantially smaller amount of money. 

Now, as T say, this is a leverage that 1s equivalent to being able to 
borrow ata lower rate. 

Mr. MeCunrocu., Again, Iam interested in knowing whether or 
het, mn view of the general condition of the money market, is GMAC 
vetting; money at a “cheaper 1 rate than the independent finance com- 

mites 

Mr. Lorvincer. As Tsay, Ido not know exactly what you mean 
bv ta cheaper rate. 

Ido not have evidence that the interest. rate, in fact, paid is less. 
Tiutyas To have pointed out, the ability to borrow more is the equuiva- 
lent of a cheaper rate, and the figures that we have indicate that, in 
fact, GMAC has acquired more borrowed capital than the others have 
on comparable amounts of invested funds, so that this gives it the 
same advantages as though it had a cheaper rate. 

The Ciamanx. Here is a conclusion es the Senate committee on 
that seore, and Tam reading from page (2 of the study of the ne 
trust laws report of the C onmittee on the Judici iary, dated April 3 
150. Wehave the following at page (2: 

Since GMAC is able to borrow money by public borrowings on the basis of ap- 
prevituately $95 of borrowed money to every $5 of GMAC equity, because of its 
affiliation with General Motors, while independent finance companies have to 
abrain funds with which to compete on a borrowing basis of approximately 330 
teevery £5 of invested capital. 

So that it may be—I do not know whether it is or not—that the rates 
to be charged to the finance companies for borrowing may be unlike 
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that charged to General Motors Acceptance Corp. by insurance com- 
panies and banks and so forth. 

Yet, there are other advantages GMAC has because of its affiliation 
with General Motors, because Genel Motors stands behind GMAC; 
General Motors, with its vast amount of assets, with its towering 
assets, gives a tremendous leverage to GMAC which 3s absent in the 
case of the independent finance companies. 

Mr. McCoutiocn. Mr. Chairman, with regard to the questions and 
answers that we were having a few moments ago, chief counsel has 
just supplied me with the statement by Charles G. Stradella, of Gen- 
eral Motors Acceptance Corp., which apparently will be used here 
tomorrow, and from page 17, I wish to quote this paragraph: 

First, it should be understood that the subordinated debt agreement referred 
to, as well as other similar agreements, have been modified. Regardless of Gen- 
eral Motors Corp. ownership or nonownership, there is one maximum and one 
only. Accordingly, GMAC advantage in the subordinated debt area today is not 
due to ownership by General Motors Corp. 

And, of course, this will be explored further when Mr. Stradella 
testifies. 

I appreciate counsel calling this to my attention. 

The CuHairMANn. Even so, in my estimation, that. does not change 
the general effect of the situation. It does not remove the advantage. 

Mr. McCutuccnu. In due course, I hope there will be spread on the 
record the statistical record of the costs of borrowing funds together 
with any statements from reputable witnesses signifying whether or 
not the independent financing companies have been under to borrow 
funds for various length on time in the open market. 

The Crarrman. I believe we have that in the record already, Mr. 
McCulloch. 

Mr. Maerz. Mr. Chairman? 

Judge Loevinger, I think you have already testified that General 
Motors and GMAC were convicted some years ago by a jury for exer- 
cising coercion on its dealers, with respect to financing of their auto- 
mobile sales; is that correct ? 

Mr. Lorvincer. Yes, sir. 

Mr. Maerz. Now, did these coercive activities by General Motors 
on its dealers result in part in GMAC obtaining a dominant position 
in the automobile sales financing industry ? 

Mr. Lorvincer. Well, from reading the report of the case, and the 
facts are set out in some detail in the citation I gave of the opinion 
of the Court of Appeals for the Seventh Circuit, I would believe that 
a substantial part of GMAC’s dominant position was the result of 
the exercise of the coercive tactics of GM. 

At one point in the opinion it is pointed out that in Los Angeles 
General Motors dealers started to deal with other financing companies 
because in dealing with the other financing companies, although the 
rates were no more favorable, the purchasers were able to purchase 
with a lower downpayment and a longer period of repayment, thus 
making easier terms available to the purchasers, and, furthermore, 
the other financing companies did not require the dealers to sign & 
recourse agreement. 

Explicitly for the purpose of avoiding the possibility that General 
Motors dealers in other parts of the country might undertake to seek 
similar types of outside financing, General Motors executives held a 
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conference in Los Angeles and undertook to warn the Los Angeles 
‘dealers that 1f they wanted to sell GM cars they would have to have 
GAMAC financing. 

As a result of such tactics which are laid out in considerable detail 
in the opinion of the court, GMAC was established in its position as 
the dominant financing agency for General Motors cars and General 
Motors dealers. 

I think this is quite clear in the record. 

Mr. Maerz. In other words, GMAC did not obtain its dominant 
position in the industry through natural growth, did it ? 

Mr. Lorvincer. It depends on what you call natural growth. 

The Cuatrman. I infer from your statement that it obtained this 
dominant position eas illegal operations, operations which caused 
them to get into the toils of the criminal law for which they were 
convicted ? 

Mr. Lopvincer. Yes, sir; that is the only inference to be drawn from 
the record and the court decisions. 

Mr. Maerz. Now, in your personal judgment, does General Motors 
presently extend to GMAC preferential financial terms to General 
Motors dealers which competitors cannot meet ? 
ae LoevinceER. I don’t think I am in a position to answer that, Mr. 

aletz. 

The CHarrMAN. Suppose you read your statement. 

Mi. Loevincer. Yes. 

Such advantages inhere in the manufacturer-financing subsidiary 
relationship and there is no need for them to violate the terms of the 
consent decree in order to foreclose the independents. As stated in a 
1956 staff report of the Senate’s Subcommittee on Antitrust and 
Monopoly : # 

The competitive advantages of GMAC over other finance companies by reason 
of GMAC’s affiliation with General Motors would appear to be obvious. 

Thus, it is not surprising that in 1958, according to estimates sup- 
plied by General Motors, GMAC had about 85 percent of the total 
volume of financing extended by sales finance companies, as distin- 
guished from banks, to GM dealers for time sales of new cars as 
compared to some 15 percent for the independent sales finance com- 
panies.” And GMAC’s share of the financing of new cars sold by 
GM dealers on time slightly exceeded that of all the banks in the 
country.® 

The preferred position of GMAC with respect to financing GM 
dealers’ purchases and sales applies equally to GMAC’s subsidiary, 
MITC, with respect to automobile insurance. | 

In addition to eliminating the competitive inequalities suffered by 
independent financing and insurance companies, the bill seeks to re- 
move the competitive disadvantage suffered by the motor vehicle man- 
ufacturers who do not have their own financing and insurance com- 
panies, 


4Staff report of the Subcommittee on Antitrust and Monopoly of the Senate Comniittee 
on the Judiciary, “Bigness and Concentration of Economic Power—-A Case Study of 
General Motors Corp.,” 84th Cong. 2d sess. 72 (1956). 
Hearings before the Senate Subcommittee on Antitrust and Monopoly, auto financing 
ret ens 86th Cong. 1st sess. 458 (1959). 
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With almost 2 out of every 3 cars sold being sold on time, and 
with consumer automobile credit running as high as $17 billion a year, 
financing is the lifeblood of automobile sales. 

The factory possessing a finance company can use it as an important 
arm of its sales and marketing policy, and when GM, the largest 
automobile manufacturer in the world, owns GMAC, the largest sales 
finance company in the world, it is plain that such a manufacturer 
has important competitive advantages over other manufacturers. 
Ford’s Reeision to reenter the automobile financing field in 1959 was, 
it stated, prompted by a desire to overcome those advantages.’ 

As I mentioned before, Ford had consented to a decree in 1938 
forbidding its ownership of automobile financing companies, but 
only on condition that the Government obtain divestiture of GMAC 
from GM. 

By 1946 this condition was not satisfied and Ford petitioned the 
decree court to lift the ban against its financing affiliation. When the 
court refused, Ford appealed to the Supreme Court and argued it was 
placed at a competitive disadvantage because GM still had GMAC 
while Ford was barred from having a financing affiliate. 

The Supreme Court, in reversing the decree court, stated that, so far 
as the 1988 decree was concerned, Ford should be freed from “the 
persistence of an inequalty against which [Ford] has secured the Gov- 
ernment’s protection.” Ford Motor Co. v. United States (335 U.S. 
308, 322 (1948)). Against this background it is quite plain that Ford 
is being forced into the finance business at considerable cost. in order to 
meet the competitive advantage of GM, and that Ford and Chrysler 
would be quite as well off out of this business if only GM were not in 
it through GMAC. 

The Senate subcommittee’s staff report referred to earlier states: 

Hence, as a competitive weapon, GMAC places General Motors in a position 
unique in the industry, and gives it an advantage over all of its competitors 
not the least of which is the substantial profit turned into the General Motors 
coffers by this very useful subsidiary.* 

Outright coercion of dealers and discrimination against independent 
financing institutions may have ceased, as ordered by the 1952 GM- 
GMAC consent decree. However, that decree did not touch the 
built-in advantage inherent in the GM-—GMAC relationship itself. 
The independent sales finance companies are still largely foreclosed 
from the GM market. And GM has retained or strengthened its posi- 
tion in the automotive and other motor vehicle manufacturing fields. 
While Ford is seeking to overcome GiM’s advantage by setting up its 
own financing and insurance subsidiaries, the other manufacturers ap- 
parently do not have sufficient capital and resources to do so. 

The pendency of the various suits and proceedings against General 
Motors that. have been mentioned, sbyieusly makes it. inappropriate to 
comment in detail on potential antitrust remedies to the GM situation. 

But it is clear that, in any event, an antitrust suit for divestiture of 
the manufacturer’s financing and insurance subsidiaries would take 
years to conclude. The General Motors bus case is already 5 years old 
and has not been decided. Divestiture of Du Pont’s stock in General 


TId. at 189-190, 418. 
* Staff report, op. cit. supra, note 4 at 71, 72. (This was written before Ford reentered 
the auto financing field. 


AUTO FINANCING LEGISLATION 379 


Motors, which has been decreed by the Supreme Court, may not be 
fully xccomplished until 1971, some 22 years after the Government’s 
suit was instituted (United States v. Du Pont & Co. (353 U.S. 586 
(1957) ); United States v. Du Pont & Co., Supreme Court decision of 
May 22, 1961). a . 

Any remedy of the present situation by litigation under the antitrust 
laws will be slow, at best. In the meantime, the competitive position of 
the other automobile manufacturers and financing organizations may 
weaken. If Congress finds this competitive imbalance sufficiently 
serious to warrant legislative action, it is our view that this would be 
consistent with the objectives of the antitrust laws. Ordinarily, the 
Department of Justice takes the position that these objectives should 
be sought by the application of the general principles of the antitrust 
laws to specific situations through the process of litigation. 

However, the situation with which H.R. 71 is concerned has been the 
object of antitrust attention for at least 23 years. 

In all candor, it must be conceded that the Antitrust Division has 
not yet succeeded in taking effective action in this situation. Legis- 
lative action would certainly be swifter and more certain than any 
possibility offered by litigation. It seems to me it would be quite 
reasonable for Congress to conclude that legislative action is now 
called for in these circumstances. 

The Cratrman. In other words, Judge, if there is SM PoneUeIne the 
public is entitled to have that wrongdomg erased as speedily as pos- 
sible. Is that correct ? 

Mr. Lorvincer. Asa general principle, yes. 

The CHamman. And, therefore, if we as members of this committee 
are confronted with an alternative of either action through the courts 
which would take years and years to erase the wrongdoing or a more 
expeditious proceeding through Congress, the eoneiiGa is inesca- 
pable, is it not, that the public is entitled to expect Congress to adopt 
the second alternative by providing a faster remedy? 

Mr. Loevincer. I think that is a decision for Congress, sir. 

The Crarrman. Any questions? 

Mr. Mraper. Mr. Chairman ? 

Judge Loevinger, after letting the last two sentences of your state- 
ment sink in a little bit, I hope you don’t mean to establish a prece- 
dent where the Justice Department finds the enforcement of the anti- 
trust laws or other laws onerous and difficult that you turn to the Con- 
gress for speedy relief in specific situations ? 

Mr. Loevincer. I am trying not to establish a precedent, sir. I 
think it must be conceded, however, that there may be situations in 
which difficulties of law enforcement require legislative remedy, and 
the Department of Justice has asked Congress for certain legislation 
which we hope will be favorably considered in this session with respect 
to certain of those situations. 

The Crarman. Well, we have a situation here, where it will take 
years: certainly it might take as long as the Ju Pont case. Mean- 
while if there is this wrongdoing, the wrongdoing persists. 

Where does that leave the public? 

Mr. Larvincer. As T have indicated, I think that the problem with 
which H.R. 71 is concerned is a problem with which the Antitrust 
Division has also been concerned for 23 years without yet getting close 
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to an effective remedy. This is not one of the brightest chapters in 
antitrust enforcement. 

The Cuamman. By dilatory tactics and delays, permitted under 
the ordinary litigation procedures, and with expensive counsel—I 
don’t inveigh against. these things—but with all those advantages the 

ublic is left in a difficult position. The public therefore looks to 
ongress for relief. If the Department of Justice is confronted with 
all Mee obstacles causing this delay, the conclusion is inescapable to 
me that Congress must take action and take it speedily. 

That is my feeling about it. That is why I offered the bill. 

Mr. McCutuocn. On the contrary, Mr. Chairman, I would want 
the need for such legislative action to be clear and convincing. I 
would want the record to show almost beyond reasonable doubt that 
the ultimate consumer will be benefited by the legislative action, and 
that legislative action will not result in the consumer paying higher 
interest and other charges for the credit which he is seeking. I think 
this whole procedure this morning clearly illustrates the difficulty of 
a legislative committee going into all these areas and determining 
— the final facts which will lead to asupportable conclusion. 

All of the testimony, including ou own, Judge Loevinger, is based 
upon the assumption, I take it, that the proposed actions will result 
in the common good. I repeat the common good, over a period of 

ears, 
: And it is, of course, as you have very factually and very directly 
said, a departure from the position of previous Attorneys General and 
heads of the Antitrust Division, is it not? 

Mr. Lorevincer. I think Mr. Hansen declined to comment on a simi- 
lar proposal when it was last offered, or asked to be excused from 
commenting. 

The CuHarrman. I would want to counter what the gentleman from 
Ohio said. 

The testimony yesterday was to the effect that any immediate advan- 
tage did not inure to the consumer, the purchaser of the car. It inured 
to the dealer, as far as Insurance and financing was concerned. 

And vour testimony, Judge, clearly indicates that the affilhation of 
General Motors and GMAC places automobile manufacturing com- 
petitors and competing finance companies at a competitive disadvan- 
tage. 

That being the case, certainly the public is hurt. 

Mr. Maletz? 

Mr. Maerz. Mr. Chairman. 

Judge Loevinger, it has been contended that adoption of this pend- 
ing legislation would insulate independent sales finance companies 
from the rigors of effective and fair competition. 

What is vour view ? 

Mr. Loevincer. I think that a wholly groundless contention. It is 
perfectly apparent that GMAC is not going to suddenly fold up. It 
1s the largest. finance company in the world. It has assets, as I have 
indicated, up in the order of a billion dollars or has funds on this order. 

It has perfectly fantastic amounts of business each year. 

All that is going to happen is that it will operate independently, 
and it will presumably have to compete if it is to maintain its busi- 
ness, with the independent financing companies. It is the whole 
theory on which the Antitrust Division operates and on which I believe 
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Congress and our society operates, that competition will produce for 
the consumer the best terms and the best services in the long run in 
the judgement of the marketplace. 

Mr. Marrtz. Do you regard the pending measure, H.R. 71, as 
discriminatory legislation ? 

Mr. Lorvincer. No. 

Mr. Mavetz. Have you had opportunity as yet to examine into 
possible questions of constitutionality with respect to H.R. 71? 

Mr. Lorvincer. No, sir; I have not done such a research job as 
would give me any confidence in expressing an opinion. 

Mr. Maretz. Mav I repeat a Eiestron which I believe was addressed 
to vou by Congressman Meader? 

In your judement, would enactment, of this measure set an unsound 
or a dangerous legislative precedent ? 

Mr. Lorvincer. I don’t believe so. 

Mr. Mraper. Mr. Chairman, may I inquire at this point whether 
the Justice Department was asked to report on H.R. 71 and whether 
we have received such a report ? 

Mr. Maretrz. The Chair has requested a report from the Justice 
Department on this measure but has not yet received such report. 

Mr. Lorvincer. I think my statement may be regarded as the re- 
port, sir. 

The CHarrman. What was that answer? I did not hear it. 

Mr. Lorvincer. I said vou may regard my statement as the report. 

The CHatraan, All right. 

Nir. Malerz ? 

Mr. Maverz. I take it, Judge Loevinger, that it is your opinion 
that pnssave of this measnre would increase competition in the anto- 
mobile industry ? 

Mr. Lorvincrer. [believe so. 

Mr. Marrerz. One final question, if I may. 

Considering the present structure of the automobile manufacturing 
industry, is the ownership of a finance and insurance subsidiary by 
a velicle manufacturer a proper extension of the vehicle manufactur- 
ins’ business in order to provide the necessary financing facilities to 
des lers and their customers ? 

Mr. Lorvincer. Proper. of course, 1s one of those words which im- 
ports into vour question the conclusion that you seek. If you pass 
this law, it is obviously the judgment it is not proper. Ifthe Depart- 
ment of Justice brings a suit seeking divestiture, it is obviously the 
judgement of the Department of Justice it is not proper, and if a court 
shonld in any ease render a judgement, decreeing divestiture, it would 
obviously he the judgement of the court it was not proper. 

IT suppose vou have to postulate the standard by which you wish 
premriety to be judged. 

Mr. Marnerz. I am just asking for your personal opinion as to 
whether it is a proper extension. 

Mr. Lorvincer. Personally I prefer to see a greater degree of com- 
petirion than now exists. and T have indieated to you T think that di- 
vestiture would increase competition. 

Mr. Mraner. May [ask one question ? 

Judge Loevinger, referring to counsel’s question abont diserimina- 
tion and indicating that this 1s special legislation when it is related 
only to one industry, if It 1s wrong in the motor vehicle induetry for 
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a manufacturer to maintain a financing subsidiary to facilitate the 
sale of its product, why isn’t it also wrong in other industries? 

Mr. Lorvincrr. Insofar as I can quickly formulate an answer for 
you, Mr. Meader, I think that I would say something like this. It 
1as been increasingly contended by business in recent years that the 
generality of the antitrust laws which Chief Justice Hughes adverted 
to as a virtue is losing some of its virtue because the increasing com- 
plexity of business requires more certain and more specific rules. 

If we are to have more certain and more specific rules, they must 
be rules that are formulated with regard to the particular situations 
to which they are applicable. 

There are a number of situations developing in business by which 
various economic fields become differentiated from each other. 

There is, for example, little analogy between the automobile manu- 
facturing business and the food distribution business as an example, 
or the garment manufacturing business. 

In order to both provide the more certain, more specific rules that 
business on occasion has sought, and also to make more certain that 
desirable social objectives or that social objectives thought desirable 
by Congress is achieved, it might be appropriate if Congress deems 
it so to legislate with reference to industries that are differentiated by 
virtue of economic factors such as size, dominance, capital require- 
ments for industry, importance to the whole economy, and other ele- 
ments of that kind. 

Mr. Meaper. I think the other question was asked and you gave 
a very brief answer, that you believed that this legislation would 
result in greater competition in the automotive industry. 

Mr. Lorevincer. Yes. 

Mr. Meaper. And I assume that you meant to imply that there 
would be a greater benefit to the ultimate consumer ? 

Mr. Lorvinoer. Yes, sir. 

Mr. Meaper. In the reduced price of automobiles. 

Mr. Lorvincer. Yes, sir. 

Mr. Mraprer. Now it seems to me that is one of the central issues 
that this committee will be forced to pass upon in deciding what action 
should be taken on this legislative proposal. 

What can we do to get into that area so that it isn’t just a hunch 
and a guess as to whether the ultimate consumer is going to be bene- 
fited ? 

What elements can be developed to determine with some degree 
of clarity and certainty that if we pass H.R. 71, the ultimate car 
owner is going to get his automobile cheaper. 

Mr. Loevincer. It is always a problem for Congress as for the 
courts to pass a judgment that involves in effect a projection into the 
future of what a hypothetical new situation may entail. One of the 
most reliable methods probably is to look at the record of the past. 

In the case against General Motors involving GMAC, the court 
stated, as J indicated before, that while GMAC offered terms that 
were as low in the sense that the interest rate was no higher and in 
some cases lower than the independent. companies, the independent 
finance companies offered terms which were considered more advan- 
tageous by many purchasers. 

They were considered more advantageous because they required 
lower downpayments, because they permitted longer periods of repay - 
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ment, and because they did not require recourse to the dealers, and, 
therefore, gave the dealers an advantage. 

Now, it mav be that a lower interest rate, with a shorter period of 
repayment, is advantageous to some purchasers. 

On the other hand, there may be others who may find that they need 
a shghtly higher interest rate with a lower downpayment and a longer 
period of repayment so that their periodic payments are less ae it 
seems to me that the public is entitled to that choice. 

The Cuarrman. Is not the short answer to the question from the 
gentleman of Michigan, the following: 

That the public will be benefited because the channels of competition 
will be open if there is divorcement ? 

According to your testimony, there will be more competition, and 
It is competition that brings the advantages to the public, is that not 
the short answer ? 

Mr. Loevincer. Yes; I believe so. 

Mr. Mreaprer. If I might pursue this just to state the other side of 
the case and get your comments? 

Mr. Loevincer. Surely. 

Mr. Mraper. Judge Loevinger, originally the rates in the automobile 
financing business prior to the entry of the banks into the picture and 
prior to the development of the position that GMAC holds today were 
far mene and have been brought down by competition of GMAC and 
the banks. 

And it could not very well be argued that to divorce GMAC from 
GM might result in Jess competition than there is today. 

Mr. Lorvincer. I have no doubt GM will attempt to so argue. 

Hlowever, I see no reason why divorcement Is going to in any way 
impede competition. 

As TI sav, MAC is not a struggling little company that is going to go 
out of business because of divorcement. It is the largest finance com- 
pany in the world, and it. 1s going to continue to be in business and it 
is presumably going to continue to compete with other finance com- 

manies. 

There will be the same degree of competition from the same finance 
companies that are now in the field, except that the competition will 
be keener by virtue of the fact that GMAC will presumably lose what- 
ever inherent advantages it has by virtue of its present affiliation. 

Mr. McCuttocu, Mr, Chairman, generally, I, of course, would agree 
with what Judge Loevinger has said, but not necessarily for all sec- 
tions of the country. 

There is competition now in my town of Piqua by reason of the 
ownership of GMAC by GM, or if not in my town, in a town of 50 or 
hint in Minnesota. 

But if the divorcement comes, in my opinion—and I hope there 
will be some evidence either to prove or disprove my opinion—it is 
going to cost more to finance motor vehicles in the towns of 400 to 500 
with only the independent finance companies to choose from than it is 
with the conditions under which we have been living for the last 
decade or two. 

That is one of the things I think this hearing should be productive 
of and have evidence on, Mr. Chairman. 

The CuarrMman. General Motors Acceptance Corp. certainly will 
continue in business. 
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It does not follow that because the court has forced a divorcement 
of Du Pont and General Motors that either of those companies are 
going out of business, 

They are going to continue to do business at the old stand as before, 
and General Motors Acceptance Corp. would continue to do business, 
also, even in your town. 

Mr. McCuttocu. Well, if there is a change, we hope they will con- 
tinue to provide financing which is in the best interests of the con- 
sumer. But I do not want to assume this fact without there being 
adequate testimony upon which to base this conclusion. 

The Crtarrman. I do not want to prolong this, but I think that if 
General Motors Acceptance Corp. were divested from General Mo- 
tors, there would be more finance companies in your town because 
an opportunity might be afforded for more finance companies to come 
into the picture. 

Mr. McCutuocn. I hasten to add to the statement that there ap- 
pears to be very adequate financing in my hometown by the banks, 

y the independent companies, and by GMAC at the buyer's choice. 

Mr. Crasrree. Mr. Chairman, may I ask a question ? 

Judge Loevinger, I have a few questions. The first question is a 
a question directed at the bill. Do you have a copy of the 

ill. 

Mr. Lorvincer. Yes. 

Mr. Crasrree. The last section of the bill provides, and I quote: 

No provision of this Act shall repeal, modify, or supersede directly or indirectly 
any provision of the antitrust laws of the United States. 

Is that correct, Judge Loevinger ? 

Mr. Lorvincer. Is that what ¢ 

Mr. Craprree. Is it correct that this bill will not repeal, modify, or 
supersede any of the antitrust laws? 

{r. Lorvincer. If Congress passes it; it is. 

Mr. Meaner. Is there not an inherent inconsistency ? 

Mr. Lorevincrer. This is obviously a supplement to the antitrust 
laws; there is no question about this. 

Mr. Cranrrer. Nov, sit, is it not true that ownership of a finane!ng 
subsidiary by a manufacturer of automobiles is not a per se violation 
of the antitrust law ¢ 

Mr. Lorvincer. We might want some day to contend that it is. 

Mr. Crastrre. At least at present that has not been added to the per 
se category such as price-fixing, boycotts, and so forth; is that correct ? 

Mr. Lorvrncer. No, sir; there is no court decision that so holds. 

Mr. Crapirer. In the event this bill becomes law, will not owner- 
ship of a financing subsidiary become a per se violation ? 

Mr. Lorvincer. Yes, sit. 

The Cuatrman. Under this act. 

Mr. Lorvincer. Under this act, in effect, yes. This is the practical 
effect of it. 

The CuairmMan. Only in the automohile industry. 

Mr. Lorvinarr. Only in the automobile industry. 

Mr. Crastree. Now, then, that leads to my next question. 

In the event this bill becomes law, suppose a company such as 
Caterpillar Tractor Co. decides it wants to manufacture trucks, but 
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determines that it can successfully go into the truck manufacturing 
business only in the event it can organize and run a finance subsidiary. 

Would this company be able to go into the truck business? 

Mr. Loevincer. Not on your postulate, but I see no grounds for 
your postulate. 

It seems to me that the assumption that it could go into this business 
only if it could organize a financing company is completely contrary 
to everything that we know. 

Mr. Crasrree. That would be a business decision for the company 
to make ? 

Mr, Lorvincer. There 1s not the slightest evidence that there is a 
warrantable hypothesis. 

In fact, American Motors has gone in, Kaiser went in, Studebaker- 
Packard is in, there are foreign automobile distributors in the country, 
witiout their own financing afliliates. 

1 see no basis for such an assumption. If you make the assumption, 
the conclusion follows, but it is an unwarranted assumption. 

Mr. Crastrrese. In any event, would there be any antitrust objec- 
tions to such a company maintaining a finance subsidiary ? 

Mr. Lorvincer. Again, 1 cannot answer a question of this sort be- 
cause it involves too many unspecified conditions and circumstances, 

Mr. Craprree. Would there be any general objection as far as anti- 
trust law or policy is concerned for Studebaker-Packard to form a 
finance subsidiary ¢ 

Mr, Lorvincer. I do not know. 

Mr. Cranrree. Now, sir, 1 do not think it would be proper to ask 
what antitrust action the Antitrust Division may be contemplating 
against General Motors, but in the event that a section 2 monopoly 
cuse were brought, would not the Government in that case be able to 
request divestiture of GMLAC from General Motors? 

Mr. Loevincer. A candid answer is I do not know, but beyond this, 
I just do not think that it 1s appropriate for me to make any public 
statements as to the kind of relief that we can or might ask, because 
these relate to things we are going to be in court arguing about, and 
anvthing that I say is going to be embarrassing to the Government. 

Mr. Cranrree. Now, in the event this bill were passed and became 
law, would it not make the ultimate success of the Government in any 
suet section 2 case more difhcult ¢ 

Mr. Lorvincer. You are talking about a hypothetical section 2 case, 
and, again, [ do not. think that 1 can really give you a useful answer 
to tint. Lam not trying to be evasive on this, but you are talking 
about a case that is not now pending; that is vaguely hypothesized; 
and I just do not think that I can form a judgment as to whether or 
noc anything of this sort would be facilitated or impeded. 

Mr. Cranirner. Well, at least this would take away a part of a 
present alleged restraint that the Government would no longer be 
abe to use ina subsequent monopoly case. 

Mr. Loevincer, You mean it would eliminate one possible ground 
of con:plaint against General Motors ? 

Well. this is perfectly all right with us. 

Mr, CRABTREE. Now, Judge Loevinger 

Mr. Loevincer. I might say that there is sometimes a fallacy, it 
seems to me, when we get to concentrating too closely on the legal 
aspect of these matters. 
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The purpose of the antitrust laws is not, if I understand them cor- 
rectly, to enable the Antitrust Division to rack up a lot of statistics 
of cases won. 

The purpose of the antitrust laws, if I understand them, is to estab- 
lish a free economy in the United States in order that certain social 
and political conditions may prevail. 

Our purpose in passing laws against murder is not to give pros- 
oes a chance to win a lot of cases but to keep people from being 

illed. 

We have no objection to the elimination of things that are regarded 
as anticompetitive devices in the economy. This is our objective, 
too, and we do not care whether they are secured by effective legislative 
action or effective legal action. 

We would much rather have a free economy than have a glorious 
statistical record for our Division. 

Mr. Crasrree. Judge, the reason for my questions were simply to 
bring out the differences in the approaches between the legislative 
approach to the problem and the judicial approach. 

And if Congress does not act, there probably will be, I would as- 
sume, judicial proceedings in the future. 

Mr. Lorevincer. Do you think there should be? 

Mr. Crasrree. Having served with the Antitrust Division, I prefer 
not to answer that question. 

Mr. Loevincer. That is pretty incriminating. 

Mr. CraBTREE. Judge, ownership of GMAC by General Motors is 
an example of vertical integration, is that correct ? 

Mr. Lorvineer. I do not know whether you want to call it vertical 
or conglomerate. Sometimes these two get a little confused. I suppose 
It 1s 

Mr. Craprree. Pure vertical integration ? 

Mr. Loevincer. It is not pure vertical integration, either. This is 
sort of a branch off here on the side. 

Mr. Crastrer. Has the Supreme Court ruled on this type of in- 
tegration ? 

Mr. Lorvincer. There have been cases involving various types of 
acquisition and integration, some of which the Government has lost, 
some of which it has won. There is no precisely analogous case except 
the GM-GMAC case itself. 

Mr. Mraper. May I interrupt at that point. 

You would not regard it as analogous to the Paramount ownership 
of theaters ? 

Mr. Lorvincer. No. 

Well, I spoke too quickly. I will not say there is no analogy, but 
clearly it is not a case that is on all fours. 

Mr. Meaper. If the dealerships were corporately owned by General 
Motors, that would be analogous to the Paramount situation ? 

Mr. Lorvinger. It would be more closely analogous, yes, sir. 

Mr. CrastTree. Judge Loevinger, what. 1s the significance or mesan- 
ing of the phrase in section 7 of the Clayton Act, as amended by the 
Celler-Kefauver Act, which provides that— 


nothing contained in this section shall prevent a corporation engaged in ccm- 
merce from causing the formation of a subsidiary. 
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Mr. Lorvincer. We have had some very learned and lengthy con- 
fidential memorandums in the Department on that question, and we 
do not have a conclusion. 

As a matter of fact, I think if you read further, you will find that 
it also says that you can form a subsidiary, provided, however, that 
this does not lessen competition. 

Mr. CrasrTree. Yes, sir. 

Mr. Loevrncer. If you examine the legislative history, it is not a 
great deal more clear, and until some court tells us what it means, we 
will not be sure. 

Mr. CrastTree. I was leading up to this question. That phrase in 
the law will not prevent either the Government or a private party 
from bringing a section 7 case, is that. correct ? 

Mr. Loevinaer. I find it very difficult to see how a private party 
could bring a case. 

Mr. {CRABIREE: You do not think that a private party could bring 
a case ! 

Mr. Loevincer. I donot know. J think it would be extraordinanly 
difficult. If I recollect the history of this litigation, even after the 
Government's conviction, when Mr. Emich, who was one of the deal- 
ers that lost his business as a result of General Motors’ coercion, un- 
dertook to sue General Motors, they first carried it to the Supreme 
Court on the question of whether or not the conviction in the criminal 
case was admissible at all. 

And when the Supreme Court held that it was, it went on back 
down, and I am not certain of this but my impression is that the 
finally just outlitigated him and he did not get anything after spend- 
ing years and much money. 

r. CRaBTREE. What I was attempting to bring out is: Is this ave- 
nue of relief open to private parties? 

Mr. Loevincer. I think that talk about private parties suing Gen- 
eral Motors in this situation 1s wholly unrealistic. 

Regardless of whether or not there is a theoretical possibility of 
a suit under the law, I have tried a number of private suits, and to 
bring a suit of this magnitude on the basis of the kind of damages that 
could be established by any private party under the rules that the 
courts impose for the proof of damages by a private party would be 
to institute a lawsuit that you could not win. 

I mean inevitably you could see at the beginning the cost to the 
litigant would vastly exceed any possible recovery. 

No private party will institute a suit in those circumstances. 

Mr. McCciioce. Would there be any possibility of a class suit if 
the agents or borrowers were convinced that they were harmed, legally 
harmed ? 

Mr. Loevincer. It would be extraordinarily difficult, sir. I do not 
suppose it is safe ever to preclude a possibility. But the class suit 
means that you have multitudinous plaintiffs, and while this gives you 
some help in instituting your suit, 1t also extends the scope of proof, 
the scope of trial, and you run into such things as this: 

That the courts simply, as a practical matter, are not very hospi- 
table to such suits. | 

Imagine what you would do as a judge if you were confronted with 
a trial of this sort. You would do your best to get rid of it one way 
or another. 
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Mr. Meaprr. Judge Loevinger, this is a rather evasive question 
of antitrust philosophy, but I want to relate it, if I can, to a portion 
of your statement. 

Ks I understand your statement, General Motors and General 
Motors Acceptance Corp. have certain competitive advantages, both 
over competing automobile manufacturers who do not have financial 
subsidiaries and as against the sales financing institution. 

Some of these result from reduced cost of the money they borrow, 
reduced cost of acquisition of the paper. 

Now, if GMAC is spun off, those and possible other competitive 
advantages will be lost to GMAC. 

Is that. essentially your statement ? 

Mr, Lorvincrr. I assume so. 

Mr. Meaper. Well, since those advantages arising from this rela- 
tionship will be lost, is it not inevitable that rates will go up? 

Mr. Lorvincer. No, not necessarily. 

It is perfectly possible that coinpetition may force General Motors 
to operate on something less than a profit of roughly 41.6 percent 
before taxes and 20 percent after taxes. It seems to me that this is a 
tolerable condition for a corporation of that size. 

Mr. Mieaper. I am getting back to this matter of size and the ad- 
vantages inherent in size, the advantages of cheaper procurement, 
lower ratio of overhead to total operations, nationwide advertising 
and so on, which are inherent in size itself, and it has been by the mass 

roduction and size that we have really produced cheaper and have 
benciicd the American public. 

Now, we are losing some of those advantages by this procedure. 

Mr. Lorvixcer. To that I would answer unequivocally “No”. Tt is 
perfectly true that mass production has produced for the American 
public. We want and hope to foster maximum production. 

I have seen no evidence that an aggregation of the size of General 
Motors and GMAC involves any of the economies of mass production 
because of its size. The economies of mass production may be 
involved in the kind of integration you get in having one large 
plant, or even in having a plant that is integrated physically with 
another plant. 

There 1s no evidence that having the advantages of more money than 
anybody else and having the inherent advantages of being afhliated 
with sources of supply that give you a competitive advantage over 
somebody else has anything to do with the economies of mass produc- 
tion. Indeed, this is the very thing that the antitrust laws were orig- 
inally passed to preclude. 

You will recall that it was the oil trust fostered by the elder Rocke- 
feller that was perhaps the principal political occasion for the passage 
of the antitrust laws or of the Sherman Act in 1890, 

There is no question that by virtue of the size of the oil trust, it 
secured things that you might similarly reter to as “economies.” 

They secured rebates from railroads, they secured cheaper rates for 
transportation, they secured many discriminatory competitive ad- 
vantages. 

It was precisely to prevent this kind of thing that the Sherman 
Act was first enacted, and it is the whole theory of the antitrust. laws, 
and I believe the theory of the Congress and our social organization, 
that such discriminatory competitive advantages are not, in the long 
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run, to the public advantage or to the public good, but in the long run 
cost the public and merely aggrandize a few who happen to enjoy 
those advantages. 

Mr. Crastree. Mr. Chairman, I have just one further question. 
This is really for the purpose of putting something in the record. 

Your statement, J udge vinger, departs from the policy of your 
predecessors regarding legislation which applies to a single industry, 
as opposed to legislation which would apply to all industries; is that 
correct ¢ 

Mr- Loevincer. I don’t know that there has been such a policy. 

Mr. CrastreeE. I would just like to read into the record two state- 
ments, both obtained from the hearings before this committee in July 
1956 on the automobile dealer franchise bill. 

On page 134 of those hearings, Judge Stanley Barnes, the Assistant 
Attorney General in charge of the Antitrust Division, stated: 

I am advised this bill continues to be special legislation limited solely to the 
distribution of automobiles. This Department has previously objected to the 
enactment of legislation limited to single industries. As a general rule, we 
continue to oppose special legislation applying to any one industry. 

And in those same hearings on page 132, Attorney General William 
P. Rogers, who at that time was the Deputy Attorney General, stated 
in a letter, and I quote: 

This bill is special legislation limited solely to the distribution of automobiles. 
This Department has previously objected to the enuctment of legislation limited 
to single industries. As a general rule, we continue to oppose special legislation 
applying to any oneincustry. 

Mr. Loevincer. I agree with those statements, and made the same 
statement myself. I said: 

Ordinarily the Department of Justice takes the position that objectives such 
as these suught here should be sought by the application of the general prin- 
ciples of the antitrust laws to special situations through the process of litiga- 
tien. 

However, the Department of Justice recognizes that there may be 
situations where Congress, in its discretion, may deem it appropriate 
to pass legislation, and if Congress desires to pass this legislation, we 
do not object toit. We have not.sought it. 

Mr. Crasrree. I wasn’t in disagreement with you, Judge. I just 
wanted to get this into the record. Thank you. 

The Cuatrman. Mr. McCulloch. 

Mr. McCuttocu. Judge Loevinger, on page 7 of your statement, 
the middle of the page, is this paragraph, and I quote from it: 

Thus, it is not surprising that in 1958, according to estimates supplied by Gen- 
eral Motors, GMAC had about 85 percent of the total volume of financing ex- 
tegded by sules finance companies (as distinguished from banks) to GM deal- 
ers for time sales of new cars, as compared to some 15 percent for the independ- 
ent sales finance companies. 

If the banks were included, to what percent would the 15 percent be 
rauized for this paragraph ? | 

Mr. Lorvtnerr. The 15 percent would be cut down to 7 percent if 
the banks were included. 

Mr. McCtiioca. It would come down to 7 percent? 

Mr. Lorvincer. Yes, sir, if the banks are included. 

Mr. Be Why weren't banks included in this particular 
parragrap iT 
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Mr. Lorvincer. Well, there is some dispute. I don’t really have a 
firm judgment as to whether they should or should not be. You can 
use the statistics either way you like. 

I am advised that in general, bank financing is financing that is 
secured by the purchaser himself, whereas finance company financing 
tends to be financing secured by the dealer, rather than the purchaser. 

In general, bank financing tends to be of those purchasers with 8 
little better credit rating, who are more readily able to secure credit, 
and there is a differential. I am not prep to argue as to which 
is the—— 

Mr. McCuttocu. But the bank financing is the financing of motor 
vercies een old and new of the manufacturer of all types of vehicles, 
is 1t not ? 

Mr. Lorvincer. Yes, sir. : 

Mr. McCuttocu. And to get the complete picture in the record, all 
the facts in the record, we, of course, ought to have the total amount 
of bank financing in this field, too. 

Mr. Lorvincer. Yes, sir. 

The CHamman. Judge Loevinger, I want to compliment you for 
your forthright, candid, clear, and cogent observations. 

Weare grateful to you and to your colleagues for your very helpful 
and constructive advice and counsel. And, finally, rest assured that 
you are always welcome before this committee. 

Mr. Loevincer. Thank you very much, Mr. Chairman. 

(Judge Loevinger’s prepared statement follows :) 


STATEMENT OF LEE LOEVINGER, ASSISTANT ATTORNEY GENERAL IN CHARGE OF THR 
ANTITRUST DIVISION, DEPARTMENT OF JUSTICE, ON H.R. 71, BEFoRE THE Hose 
JUDICIARY ANTITRUST SUBCOMMITTEE, JUNE 8, 1961 


I appear today at your chairman’s request to present the views of the Depart- 
ment of Justice on H.R. 71. This bill would make it unlawful for a manufacturer 
of motor vehicles to own or control facilities for financing the wholesale or 
retail sale of motor vehicles produced by such manufacturer. The manufacturer 
would also be prohibited from owning or controlling facilities for issuing in- 
surance policies in connection with the sale or purchase of its motor vehicles 
The bill would be enforced by the Attorney General through action in the 
district courts. A manufacturer could extend short-term credit to dealers and 
others who buy at wholesale. 

Among the domestic automobile manufacturers, only General Motors Corp. 
and Ford Motor Co. own subsidiaries engaged in automobile financing and in- 
surance. General Motors, through its wholly owned subsidiary, General Motors 
Acceptance Corp. (GMAC), has engaged in automobile financing since 191%. 
With assets in 1960 of $5.2 billion, bills and notes receivable of $4.9 billion, and 
1960 net earnings, after taxes, of $52.5 million, GMAC is the world's largest 
sales finance company. GMAC’s bills and notes receivable at the close of 1960 
exceeded in dollar amount the loans and mortgages of the Chase Manhattan 
Bank. General Motors also owns Yellow Manufacturing Acceptance Corp. 
(YMAC) which finances sales of GM’s trucks, buses, and earthmoving equil- 
ment. YMAC’s assets in 1959 totaled $255.2 million. its volume of business was 
$444.6 million, and its net income, after taxes, was $1.3 million. 

GMAC has a wholly owned subsidiary, Motors Insurance Corp. (MIC), whirh 
engages in automobile insurance and is probably the Nation's largest automobile 
insurer. MIC had assets of at least $228.4 million in 1960; its net premiums 
totaled $172 million, and its net earnings, after taxes, in 1960 were $5.1 milliea 

Ford Motor Co. and Chrysler Corp. ceased their affiliations with automuhbile 
finance companies pursuant to antitrust consent decrees entered in 1938. Ford 
has recently reentered the automobile financing field with the establiahment, 
in late 1959, of a subsidiary, the Ford Motor Credit Co. Ford has also estat 
lished American Road Insurance Co., a wholly owned subsidiary, to engage in 
automobile insurance. 


—-— 
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Neither Chrysler nor Studebaker-Packard engages in automobile insurance or 
financing. While American Motors Co. has a financing subsidiary, apparently 
it engages in financing of household appliances rather than automobiles. 

Under H.R. 71, General Motors and Ford, as a practical matter, would be re- 
quired to divest themselves of their financing and insurance subsidiaries since 
they could retain them only if they were not used to finance or insure motor 
vehicles of their own manufacture. No doubt General Motors and Ford would 
be unwilling to use their subsidiaries solely to aid in the financing and insuring 
of vehicles manufactured by their competitors. 

H.R. 71 is designed to remove competitive inequalities in three flelds: those 
existing among motor vehicle manufacturers since some have financing and 
insurance subsidiaries while others do not; those among financing institutions 
since some are integrated with auto manufacturers while others have no such 
affiliation; and inequalities existing among insurance companies because some 
are owned by auto manufacturers while others are not. 

During the past 23 years, the Department has concerned itself with antitrust 
probleins in these and related fields. In the 1930's, Ford and Chrysler, as well 
as General Motors, had automobile financing subsidiaries or affiliates. Criminal 
antitrust suits were brought separately against GM, Ford, and Chrysler in 1938 
based on Sherman Act charges of conspiracy to coerce the dealers to use the 
financing offered by the manufacturer’s subsidiary or affiliate and to discriminate 
agninst independent automobile sales finance companies. 

The criminal cases against Ford and Chrysler were dropped and civil suits 
were instituted in their place followed by consent decrees in 1938 restraining 
them from coercing their dealers to use their financing and from discriminating 
acainst independent finance companies. The decrees also prohibited Ford and 
Chrysler from owning or controlling finance companies but provided that this 
prohibition would be inoperative if the Government did not obtain divestiture 
of (;MAC from GM by a certain date. 

GM refused to enter into a consent decree at that time. The 1938 criminal 
case, which charged violation of section 1 of the Sherman Act, was tried on the 
merits and resulted in conviction of GM and GMAC (and other GM subsidiaries) 
in 1239. The conviction was sustained on appeal (United States v. General 
Moatora Corporation, 121 F. 2a 376 (C.A. 7, 1941), certiorari denied 314 U.S. 
61S ¢1941) rehearing denied 314 U.S. 710). The Government proved that de- 
fendants had been coercing GM dealers to use the financing of GMAC at whole- 
aeale and retail levels and had been discriminating against other sales finance 
eooipanies. The coercion and discrimination were effected by such means as 
threats to cancel and actual cancellation of dealers’ franchises for not giving 
their tinance business to GMAC; GM’s withholding delivery of cars when they 
were in short supply or delivery of excess cars or cars of the wrong model or 
color, in periods of overproduction to noncooperating dealers; and defendants 
arranging matters so that independent sales finance companies could not get, or 
were delayed in getting, necessary title instruments for financing the GM dealers. 

In October 1440, the Government commenced a civil suit for divorcement 
avainst GM and GMAC, under the Sherman and Clayton Acts. This was based 
on many of the same charges of coercion of dealers and discrimination against 
independent sales finance companies. The war intervened and thereafter de- 
fendants resorted to excessive discovery proceedings, including the taking of 
close to 400 depositions. Finally, the parties entered into a consent decree, 
dated July 28, 1952, enjoining coercion and discrimination but leaving GM’s 
oe nership of GMAC unchanged. 

In the meantime. in 1949, the Ford and Chrysler consent decree bans against 
their affilintion with finance companies were lifted (see Ford Motor Company v. 
L weted Ntatea, 335 U.S. 303 (1948)), and later the injunctive prohibitions of 
those decrees were amended to conform to the GM decree so that the consent 
decrees of the three big auto manufacturers were substantially the same. 

In the Government's pending civil antitrust suit against Ge 1 Motors? 
charging monopolizing in the manufacture and sale of buses, one of the charges 
is that GM bas used its financing subsidiary, YMAC, as a weapon of monopoliza- 
tion by extending preferential financing terms which competitors could not 
meet. 

In another pending civil antitrust suit against GM involving its acquisition 
of Euclid Road Machinery Co., a manufacturer of off-the-road earthmoving 


4 C mited States v. General Motore Corp., E.D. Mich., Civil No. 15816 (filed July 1956). 
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equipment, the Government may rely, among other things, on GM’s ownership 
of YMAC as giving it a competitive advantage over other manufacturers.’ 

In another field—railroad locomotives—an indictment has recently been re- 
turned against GM* charging monopolization of the manufacture and sale of 
diesel locomotives. GM’s financing and sale of locomotives on terms its com- 
petitors could not profitably match is alleged as one of the means used to 
effectuate the monopolization. 

In view of all these circumstances, it appears that H.R. 71 may serve im- 
portant antitrust objectives. The bill seeks to remove serious competitive 
disadvantages suffered by independent financing institutions as compared to 
those who are affiliated with the motor vehicle manufacturer. The theory of the 
bill as I understand it is this. Because the dealer is utterly dependent on the 
manufacturer for his supply of vehicles and has extensive capital and savings 
tied up in the business, the slightest suggestion by the manufacturer that the 
dealer use its financing facilities is generally sufficient to accomplish that pur 
pose. Moreover; the dealers have been educated to think of themselves as 
belonging to the manufacturer’s family and they find it prudent to keep their 
financing business within the family. The dealers are thus a captive market 
for the manufacturer’s financing and other things being equal (e.g., if the 
financing rates are the same) the independent finance companies are largely 
foreclosed from getting the business. Furthermore, other things are not equal 
since the manufacturer’s financing subsidiary can frequently offer financing to 
the dealers at lower rates. Its costs of acquiring the business of the captive 
dealers are less. Moreover, with the vast economic power of the manufacturer 
in back of it, the manufacturer’s financing subsidiary gains tremendous financiai 
leverage and it may borrow money more easily or on more advantageous terns 
than the independents. 

Such advantages inhere in the manufacturer-financing subsidiary relationship 
and there is no need for them to violate the terms of the consent decree in order 
to foreclose the independents. As stated in a 1956 staff report of the Senate's 
Subcommittee on Antitrust and Monopoly : ‘ 

“The competitive advantages of -GMAC over other finance companies by reason 
of GMAC’s affiliation with General Motors would appear to be obvious.” 

Thus, it is not surprising that in 1958, according to estimates supplied br 
General Motors, GMAC had about 85 percent of the total volume of finawing 
extended by sales finance companies (as distinguished from banks) te GM 
dealers for time sales of new cars as compared to some 15 percent for the in 
dependent sales finance companies.. And GMAC’s share of the financing of new 
cars sold by GM dealers on time slightly exceeded that of all the banks in tue 
country. 

The preferred position of GMAC with respect to financing GM dealers’ par- 
chases and sales applies equally to GMAC’s subsidiary, MIC, with respect to 
automobile insurance. 

In addition to eliminating the competitive inequalities suffered by indepen-ic=t 
financing and insurance companies, the bill seeks to remove the competiiive 
disadvantage suffered by the motor vehicle manufacturers who do not have ther 
own financing and insurance companies. With almost two out of every three 
cars sold being sold on time, and with consumer automobile credit runuing a3 
high as $17 billion a year, financing is the lifeblood of automobile sales. The 
factory possessing a finance company can use it as an important arm of its sajes 
and marketing policy, and when GM, the largest automobile manufacturer in 
the world, owns GMAC, the largest sales finance company in the world, it is 
plain that such a manufacturer has important competitive advantages over 
other manufacturers. Ford's decision to reenter the automobile financing field 
in 1959 was, it stated, prompted by a desire to overcome those advantuges.’ 

As I mentioned before, Ford had consented to a decree in 1938 forbidding its 
ownership of automobile financing companies, but only on condition that the 


2United States v. General Motors Corp., N.D. Ohio, Civil No. 36032 (filed October 1949). 
seate States v. General Motors Corp., 8.D. N.Y., Criminal No. 61-GR-356 (tiled April 

4Staff report of the Subcommittee on Antitrust and Monopoly of the Senate Committe 

the Judiciary, “Bigness and Concentration of Economic Power: A Care Studs s€ 

Teneral Motors Corp.,’’ 4th Cong., 2d sess. 72 (1956). 

6 Hearings before the Senate Subcommittee on Antitrust and Monopoly, “Auto Finauciesr 
Legislation,’’ 86th Cong., Ist sess. 459 (1959). 

6 Ibid. ; 

‘Id. at 189-190, 418. 
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Government obtain divestiture of GMAC from GM. By 1946 this condition was 
not satistied and Ford petitioned the decree court to lift the ban against its 
tinancing affiliation. When the court refused, Ford appealed to the Supreme 
Court and argued it was placed at a competitive disadvantage because GM still 
bad GMAO while Ford was barred from having a financing affiliate. The Su- 
preme Court, in reversing the decree court, stated that, so far as the 1988 
decree was concerned, Ford should be freed from “the persistence of an in- 
equality against which (Ford) had secured the Government’s protection.” 
Ford Motor Co. v. United States, 335 U.S. 303, 822 (1948). Against this back- 
ground, it is quite plain that Ford is being forced into the finance business at 
considerable cost in order to meet the competitive advantage of GM, and that 
Ford and Chrysler would be quite as well off out of this business if only GM 
were nut in it through GMAC. 

The Senate subcommittee’s staff report referred to earlier states: 

“Hence, as a competitive weapon, GMAC places General Motors in a position 
unique in the industry, and gives it an advantage over all of its competitors not 
the leust of which is the substantial profit turned into the General Motors coffers 
by this very useful subsidiary.” ° 

Congressman Celler, in his address before the 27th Annual Convention of the 
American Finance Conference in November 1960, has graphically portrayed the 
tremendous concentration of economic power and the substantial competitive 
advantages enjoyed by General Motors in financing, insurance, and manufactur- 
ing by reason of its ownership of financing and insurance subsidiaries. 

Outright coercion of dealers and discrimination against independent financing 
institutions may have ceased, as ordered by the 1952 GM-GMAC consent decree. 
However, that decree did not touch the built-in advantage inherent in the GM- 
G:M AC relationship itself. The independent sales finance companies are still 
largely foreclosed from the GM market. And GM has retained or strengthened 
its position in the automotive and other motor vehicle manufacturing fields. 
While Ford is seeking to overcome GM’s advantage by setting up its own financ- 
inz wand insurance subsidiaries, the other manufacturers apparently do not have 
sufficient cupital and resources to do so. 

The pendency of the various suits and proceedings against General Motors 
thac have been mentioned, obviously makes it inappropriate to comment in de- 
tail on potential antitrust remedies to the GM situation. But it is clear that, 
ip any event, an antitrust suit for divestiture of the manufacturer's financing 
und ipsurance subsidiaries would take years to conclude. The General Motors 
bus ease is already 5 veurs old and has not been decided. Divestiture of Du 
Pont’s stock in General Motors, which has been decreed by the Supreme Court, 
mav not be fully accomplished until 1971. some 22 years after the Government’s 
Kit wets instituted (United States v. Du Pont & Co., 353 U.S. 586 (1957) ; 
inited States v. Du Pont & Co., Supreme Court decision of May 22, 1961). 

Ans remedy of the present situation by litigation under the antitrust laws 
will be slow, at best. In the meantime, the competitive position of the other 
autemebile manufacturers and financing organizations may weaken. If Con- 
greas tinds this competitive imbalance sufficiently serious to warrant legislative 
action. it is our view that this would be consistent with the objectives of the 
antitrust laws. Ordinarily, the Department of Justice takes the position that 
these objectives should be sought by the application of the general principles of 
the antitrust laws to specific situations through the process of litigation. How- 
ever, the situation with which H.R. 71 is concerned has been the object of 
antitrust attention for at least 23 years. In all candor, it must be conceded 
that the Antitrust Division has not yet succeeded in taking effective action in 
this situation. Legislative action would certainly he swifter and more certain 
than any possibility offered by litigation. It seems to me it would he quite 
rea~weogable for Congress to conclude that legislative action is now called for 
faa these circtumstances., 


The Cuaran. Our next witness will be the distinguished Chair- 
man of the Federal Trade Commission, the Honorable Paul Rand 
Dixon. Will you identify the gentlemen at the table with you. 





@Senfl mport, op. cit. supra nan. 4 at 71, 72. This was written hefore Ford reentered 
the auto financing field. 
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STATEMENT OF PAUL RAND DIXON, CHAIRMAN, FEDERAL TRADE 
COMMISSION; ACCOMPANIED BY JOHN WHEELOCK, EXECUTIVE 
DIRECTOR; J. V. BUFFINGTON, ASSISTANT TO CHAIRMAN; AND 
J. M. HENDERSON, GENERAL COUNSEL, FEDERAL TRADE COM- 
MISSION 


Mr. Dixon. Mr. Chairman, on my right is Mr. John Wheelock, the 
Executive Director of the Federal Trade Commission, to my imme- 
diate left is John Victor Buffington, special legal assistant to me as 
chairman, and on his left is Mr. J. M Peadecson: our general counsel. 

Mr. Chairman, I have a short statement which I shall read hurriedly. 

I appear today at the request of the chairman of this subcommittee 
to present the Commission’s views on H.R. 71, a bill to prevent auto- 
motive manufacturers from financing and insuring the sales of their 
motor vehicles. 

The bill would make it unlawful for any corporation engaged in the 
manufacture and sale in interstate or foreign commerce of motor 
vehicles to (1) own or maintain any facilities For financing the sale at 
wholesale or retail of the motor vehicles manufactured by such cor- 
poration or (2) to own or maintain any facilities for issuing insurance 
policies of any kind in connection with the sale or purchase of motor 
vehicles manufactured by such corporation. 

If this bill were enacted into law, it would be enforced by the several 
districts attorneys of the United States in the district courts, under 
the direction of the attorney general, by the institution of suits to 
enjoin violations of the act. 

he Commission is aware of the antitrust problems involved in the 
ownership by an automotive manufacturer of financing and insuring 
affiliates. In 1939, the Commission made a comprehensive report. on 
the motor vehicle industry. This report, which was printed as House 
Document No. 468, 76th Congress, 1st session, discussed in detail the 
then current practices and policies of automotive manufacturers with 
regard to the financing and insuring of cars as well as many other 
aspects of the automotive trade. The inquiry was made pursuant to 
Joint Resolution No. 87 of the 75th Congress. 

This report makes clear some of the difficulties which have occurred 
in the automotive industry. It speaks, for instance, of the pressure 
exerted upon dealers to use a particular finance company. The report 
states such pressure was of varying intensity and was exerted by 
methods ranging from persuasive salesmanship to threats of cancella- 
tion of a dealer’s franchise. 

This kind of activity, we believe, will inevitably affect competition 
from nonaffiliated firms which seek to finance or insure automobiles. 
In a business so highly concentrated as the automotive industry, a 
tie-in between a manufacturer and a financing or insuring company 
can substantially eliminate the competition which might otherwi-e 
exist from outside firms. The proposed legislation is calculated to 
effect a complete separation between the automotive manufacturer and 
its financing or insurance affiliates so that. the possible adverse coni- 
petitive effects cannot take place. In other words, if the automotive 
manufacturer has no financing or insurance affiliates, there will then 
be no question as to the availability of such business to the many 
concerns engaged in finance and insurance. 
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In May 1938, General Motors Corp., Ford Motor Co., and Chrysler 
Corp were each indicted on the charge that the automobile manufac- 
turer had combined and conspired with its affiliated finance company 
or companies to restrain trade and commerce in the wholesale and 
retail sale and in the financing of its automobiles in violation of the 
Sherman Act. Chrysler and Ford entered into consent decrees in 
1938 and the criminal cases were quashed. Criminal proceedings 
ugainst General Motors resulted in conviction in 1939. A civil suit 
for injunction was instituted against General Motors in 1940, and a 
consent decree was entered in 1952. 

The consent decrees have an important bearing upon the need and 
the desirability of the proposed legislation. I will not go into the 
subject in detail, except to note that each decree imposes restraints 
upon discriminatory practices as between the automotive manufac- 
turer and the finance company. It is my understanding that the de- 
crees do not prohibit the acquiring or retaining ownership of any 
finance company. 

This then brings us to the subject of whether there should be ee 
lation to go a step further than the decrees and require the complete 
separation of the various businesses. The proposed legislation would 
also require the separation of insurance afliliates. 

This is a matter on which the Commission has made no special eco- 
nomic studies to determine whether any advantages would flow to the 
public if the legislation is passed. In fact, the Commission has made 
no general inquiry or study of an economic nature into the automobile 
industry since its report of 1939. 

The Commission recognizes the serious problems involved in the 
area covered by the proposed legislation. The resolution of these 
problems involves the determination of broad economic antitrust 
policy by the Congress. It is to be noted that the bill calls for legisla- 
tive divestiture of their finance and insurance companies by automo- 
tive manufacturers. Whether so drastic a remedy is necessary at this 
time or whether the existing situation could be sulticiently ameliorated 
by the enactment of pending legislative proposals requiring “truth 
in disclosure” of automobile financing, is a matter which the Congress 
should consider and resolve. 

Mr. McCuttocn. Mr. Chairman, I would like to ask Chairman 
Dixon if he looks with favor upon the last proposal which he has just 
discussed. 

Mr. Dixon. Truth in disclosure? Sir, I have always held to the 
proposition that in democracy we cannot live except by truth. I think 
that. if it can be sensibly worked out and legislated, that it would be 
a highly desirablething. Ispeak purely personally, sir. 

Mr. McCutiocw. Chairman Dixon, I am very glad to hear you say 
that. 

Mr. Matetz. Mr. Chairman. 

Mr. Dixon, do you believe that the affiliation of GMAC with Gen- 
eral Motors gives General Motors a competitive advantage over com- 
peting automobile manufacturers ? 

Mr. Dixon. I am now speaking individually ? 

Mr. Materz. Yes. 

Mr. Dixon. Not reflecting the views of the other members of the 
Commission, I have no doubt, sir, that it does. 
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Mr. Matetz. Do you feel that the affiliation of GMAC with Gen- 
eral Motors gives GMAC a competitive advantage over GILAC's 
competitors ? 

r. Drxon. I think the record speaks for itself. I think that would 
be a logical conclusion to be made, sir. 

Mr. Maerz. You believe that GMAC, by virtue of its relationsh'p 
with GM, has a competitive advantage over ole companies? 

Mr. Dixon. I do, sir, certainly with respect to the sale of General 
Motors cars. 

Mr. Maerz. Now you have a structural problem here, have you 
not, in your personal view ? | 

Mr. Drxon. Yes, sir; we have a structural problem, and I know this 
committee—— 

The CuHatrMan. Will you speak a little louder, please. 

Mr. Drxon. I certainly shall, sir. We do have a structural prob- 
lem here, as Mr. Maletz has pointed out, and we have a problem that 
further is scrambled a bit by the history of the cases that I have r- 
ferred to in the statement that Judge Loevenger spoke about and 
you questioned him about. 

I know you are familiar with the testimony that was given before 
the Senate Antitrust and Monopoly Subcommittee on the Judiciary 
in the Ist session of the 86th Congress. This testimony occurred and 
was given in February and April 1959, and I was counsel of that sub- 
committee when we were considering, if not an identical, a similar bill 
to this bill which you are having hearings on here today. 

I was particularly impressed by the testimony and evaluation of 
the legal situation as outlined by Judge Arnold when he appeared 
before that subcommittee, and I would commend certainly to this com- 
mittee for inclusion in its hearings, or certainly for study. 

For instance, on pages 269 and 270 of those hearings, Judge Arrolid 
makes this statement, after he had reviewed the history of the lawsuits 
and what was involved, at the bottom of page 269 he states this: 

Like all other cases where the doctrine of res adjudicata applies, the corsent 
decree is binding only on the parties. In an antitrust suit brought by private 
parties, the decree would not be a bar. But the decree stops any further ia 
suits by the Government and all the courses of action which were in issu- in 
this suit. The reason why General Motors is immune from Government pms 
cution for divorcement of GMAC is that it was sued both under the Sherman 
Act and section 7 of the Clayton Act. There is no new cause of action which 
peers brought by the Government against GM, seeking its divorcement from 

Now as this testimony developed, that Judge Arnold was giving, 
he pretty well conceded the proposition that perhaps in a border-type 
suit that Judge Loevenger was talking about, that perhaps someting 
could be done about this situation, but that it would take an unlwiy 
length of time and untold difficulties to prosecute such a suit. 

nd so the problem is if it is to be resolved, it might. be said, if this 
was a checker game it has been moved back to the Congress, and it 15 
before the Congress, and it is the decision for the Congress. 

Mr. Marerz, Mr. Dixon, what is your personal position on ih:s 
pending legislation ? 

Mr. Dixon. Sir, I have spent.a great. deal of my life studying een- 
centration, monopoly problems, and in the antitrust field. Certainty. 
the automobile is one of the very highest concentrated industries. 
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General Motors, I believe—I don’t know the exact figure—I would 
say thev would manufacture somewhere between 40 and 50 percent of 
all the passenger automobiles and a larger percent of the trucks. 

Now, historically they have had this family arrangement of wholly 
owned subsidiary GMAC. Whether coercion is being presently used 
or not, this family arrangement 1s in being. 

I am not prepared to say exactly what percentage of all General 
Motors or General Motors automobiles are financed through GMAC. 
I am sure this committee will obtain that from the witnesses that are 
going to follow. 

But I would say it would be rather large, based upon the number of 
cars that they manufacture, and discounting the ones that are sold for 
eash and those that are sold by the people that buy them and who use 
their own financing, I would think that they have a very large 
percentage. 

I do not believe they finance automobiles for anybody else other 
than General Motors. I think the hearings, the record that we heard, 
disclosed these facts. And I would say to you that General Motors, 
using this avenue to sell their automobiles to the consuming public, 
that as long as that arrancement exists, there will be little chance of 
any competition creeping into that part of the market. 

Now since the hearings were started before the Senate in 1959, the 
Ford Motor Co. has gone back into the business, so I am informed. 
How far along they are I do not know, but I would believe it would 
take some number of vears for them to build a successful operation. 

Now if the picture was bad in 1959 when only GMAC was in it, 
it is not going to be improved with the Ford Motor Co. coming in. 

I would understand also, for instance—what is the name of the 
company that makes Ramblers—American Motors, although they 
don't have a finance company today for financing their automobiles, 
they have one to finance their refrigerators. There is nothing in 
the law that will keep them from coming into the field with this same 
relationship, and it wili be nothing to keep Chrysler from coming 
back into it itself. 

And I would say as a matter of fairness to that, that as long as 
GMAC can serve General Motors in this relationship, it is rather 
difficult for me to understand why they shouldn’t be allowed to be in 
themselves. 

I think this is a very fair evaluation that the Congress is going to 
have to look at, and in view of the procedural] difficulty, the question 
of res adjudicata that now exists in this very area, 1 would not be 
remiss if I did not say personally that perhaps if the problem is to be 
solved, it must be resolved by the Congress or it will not be resolved 
for years and years. 

Mr. Marerz. I take it that you come to that conclusion in light. of 
the fact that it is the congressional responsibility to regulate the com- 
merce of the United States. 

Mr. Dixon. Mr. Maletz. the Congress is the onlv person that. has 
this responsibility. Article ITI, section 8 says that Congress shall 
reculate foreign and interstate commerce. It doesn’t. say anybody 
else shall do it, unless you delegate the responsibility to them. This 
is your decision in my opinion, if you make this decision. 
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Mr. Maerz. You have just made reference on page 4 of your state- 
ment to a bill ga Narre, Se truth in disclosing credit transactions. 
Are you referring to the Douglas bill ? 

Mr. Dixon. That is what I had in mind. 

Mr. Maerz. Would the passage of the Douglas bill ameliorate the 
present structural problem existing as a result of the GMAC affili- 
ation ! 

Mr. Drxon. No; it would not ameliorate the structural problem. 
I don’t know what effect it would have. 

During hearings that we held at the Senate Antitrust and Monop- 
oly Subcommittee held on the automobile industry as such, we called 
before that committee automobile dealers, and we asked questions 
on the cost of financing. 

If my memory serves me, I believe that the average cost of the 
financing of a Chevrolet automobile to a consumer runs something 
like 26 percent on a 3-year note. Now this involves not only interest 
but the service charge and the credit life insurance and the insur- 
ance on the automobile. 

I think it would be interesting 1f the public really knew what they 
were paying for this pene because I think this may be on the low 
limb, the 26. I think it may be considerably higher in others parts 
of the country. 

Mr. Meaper. Mr. Dixon, on page 4 of your statement, the second 
paragraph: 

The Commission has made no special economic studies to determine whether 
any advantage would fiow to the public if the legislation is passed. 

Now I would hke to have you develop that, if you might, just. what 
would be entailed in the making of such a study, and why no such 
study has been made, 1f you know the reason. 

Mr. Dixon. Well, the study which I alluded to was made as a result 
of a resolution of the Congress. 

Now if you will note that immediately after this study was pub- 
lished in about 1939, the lawsuits were filed in 1938, they were not 
resolved until 1952, eventually. 

No study has been made since then, although the Congress of the 
United States, the Senate Antitrust and Monopoly Subcommittee, 
made a study of this in 1955-56, and this very legislation was intro- 
duced, and hearings were held on it in 1959, and I believe in 1958 or 
1959 we held a study of the whole automobile industry. 

It would not be remiss, and it would not have been proper in my 
opinion for the Federal Trade Commission to have jumped into that 
picture at that time, in view of that history and what was going on, 
and as of this day, no other study has been made of it. 

Mr. Meaper. In other words, you would suggest the possibility that 
Congress might, pass a resolution similar to the one before which re- 
sulted in your study ? 

The CHarrMan. Wait.a minute. 

Mr. Drxon. I think there has been a lot of studies, Mr. Congress- 
man. I don’t know what would come out if we made another study. 
It would take some time. 

The CHarrMANn. May I just interrogate if you will yield? Is it 
not true that. the Senate committee made an exhaustive study and a 
report on this very matter? 
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Mr. Dixon. They did, sir. That is what I said. In other words, 
as late as 1956 they made an exhaustive study on this very question. 

Mr. Meaper. I am thinking particularly, and I emphasize that it is 
not just any old study I am talking about, but they made no special 
pene studies to determine whether any advantages would flow to 
the public. 

Now to me that is one of the central issues in this legislation, and 
we ought to have some light on it. We certainly ought not to act 
hastily and base our judgment upon hypotheses that may not be true, 
and find that we have actually harmed the consumer. 

Now I would like to know if the Federal Trade Commission could 
conduct such an economic study, what would be involved in terms of 
time, manpower, and expense, how you would go about it. 

Mr. Dixon. Congressman, in the first place, I think if we made an 
economic study we would have to go back to thing that have already 
occurred and information which is available to you. 

But I listened to the question you asked Judge Loevinger, and I 
wondered how I would try to answer it if you asked me, that is if 
this bill is passed what guarantees are going to accrue to the public 
and maybe prices will get cheaper. 

You could ask yourself that question about the whole theory of 
competition. Competition does not decree that prices in and of them- 
selves are going down, but the time is there where it might happen. 
Now today the climate is not in this industry where it is likely to 
happen with this structural relationship existing. 

I have heard it argued pro and con, and I know when you hear 
from the various sides of this industry, as they come along, they are 
going to give you information on this point. But I do not know who 
could look ina crystal ball today and predict with due certainty to you 
that, if you pass this bill, the price of financing a given auto- 
mobile will be cheaper to a given member of the public in Podunk 
Corner, X State, you see. 

All I know is that we have plighted our troth in this country upon 
the theory that we will exist better not under cartels but in a climate of 
competition. 

The Cuamswan. And do you personally believe that the passage 
of this bill would increase competition, and that one of the effects 
would be to decrease rather than increase the price of cars to the 
consumer ¢ 

Mr. Dixon. Mr. Celler, I have a deep and lasting belief that that 
is the inevitable of competition, that the fruits of competition are, 
something is going to eventually cost less to the public. If that does 
not happen, you will find people very often creeping under an um- 
brella and conspiring. 

Today here what you are talking about in this bill—today there is 
one large, the very largest automobile manufacturer that has this 
structural relationship and ownership, an exclusive ownership of a 
finance company, ar the second largest is coming into being again 
with another. 

Mr. McCttiocn. Mr. Chairman, might I ask a question ? 

Mr. Mrsaper. He hasn’t quite answered the question about the eco- 
nomic study. I gather from what you are saying now that if you did 
make such an economic study, it wouldn’t prove anything? 
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Mr. Dixon. I don’t think that it would answer your specific ques- 
tion to forecast the future results of competition, because we have a 
type of competition in this country that is existing—we have chosen 
to call it administered prices—where there is no difference in price 
whatsoever in an industry anywhere in the United States. 

We can attack it if we can find conspiracy. This is clear. But if 
it is follow-the-leader, no thirst for competition, the public is not 
getting the benefit. This isa major problem confronting the Congress 
and this country. 

But if you pass this bill and you place the people in this relationship 
to where they are free to go after any of the business, the question vou 
would like to have answered it, Would one of them be beneficial enough 
to the public to reduce rates? 

I can’t answer that question. 

‘Mr. Meaper. And you don’t believe that if the Commission under- 
took a special economic study, that question would be answered ? 

Mr. Dixon. I do not, sir. J do not think it would be answered. 

I think you can answer it if you look at it after it happens. I think 
that to predict it we have got to predict that this our system, our 
social system, our svstem of government and philosophy, that we set 
the best to the public by competition. And wherever you create a 
climate where competition can grow, the public is better benefited. 

Mr. McCutxiocw. Mr. Chairman, I would like to ask Chairman 
Dixon this question : When you were directly concerned with this prob- 
lem and were studying it in the Senate, did vou find that there was 
very great competition for financing automobiles, both new and used?! 

Mr. Dixon. Sir, I will say that we got to the point over there of 
not being able publicly to find anything. 

We came to the proposition of ending these hearings and proposing 
a report and a finding, and although they reported this bill up to the 
full committee, it died in the full committee before the Congress 
died itself. 

Mr. McCouttocn. Adjourned. But let me ask you this specific 
question, then: Didn’t you at that time find that there was increasing 
competition from State and National banks for this paper ? 

Mr. Dixon. Well, what was left? What was left, sir? 

Mr. McCuttoc#. Do you recall, Chairman Dixon, about whar per- 
centage of all automobile credit was furnished by State and municipal 
banks at that time? 

Mr. Dixon. I have a difficulty; I did not have a chance to review 
this written record. 

Mr. McCutxrocr. I understand that. 

Mr. Dixon. And I did not have access to the confidential report 
where we had the statistics over in the Senate, so I am not sure, sir. 

But I think that. you are going to find this out when vou hear from 
the representatives of the independent. financiers and perhaps from 
General Motors itself, and Ford itself. I think they will give vou 
verv reliable figures. 

Mr. McCcutrocn. Well, if those figures should show that State and 
National banks, for instance, were financing from 40 to 45 perrent of 
all the paper in this field, would that. be substantial competition, in 
your opinion, for this business ? 

Mr. Dixon. Well, sir, Iam most impressed with what I saw in 1929, 
when we held those hearings, either in that year or the year before. 
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I believe my memory is correct that GMAC after taxes made $53 mil- 
lion profit. This was more than half of the total profit that the 
Ford Motor Co. made on its total operation that year. 

Now, I would say to you that this indicates to me two things: That 
they were doing very good business, and maybe they would make more 
money out of financing than they do making automobiles; I don’t. 
know, because I heard later, when we were examining the automobile 
industry itself, we were studying that, we had a dealer there that 
made this categorical flat statement to us, that the only reason he was 
in business today was that he was existing upon the kickbacks that 
he, as a Chevrolet dealer, got from GMAC for acting as their agent. 

Mr. McCutzocy. Yes. eI would like, however, to repeat the ques- 
tion that I asked you. If the evidence which is finally presented. 
to this committee establishes that State and National banks are finan- 
cing from 40 to 45 percent. of all the installment. sales of automobiles, 
would that, in your opinion, amount to substantial competition ¢ 

Mr. Drxon. Certainly this business of financing new automobiles 
and trucks—— 

Mr. McCuttocw. Chairman Dixon, I would be glad if you would 
answer that, and then you may explain at length. 

I again would like to know whether 40 to 50 percent of all the busi- 
ness in this field, if financed by State and National banks, would, in 
your opinion, result in substantial competition ? 

Mr. Dixon. I think it is the result of what happened in the law- 
suits, sir. I think that in 

i McCuntocu. Well, do you think that is competition, or what 
is it? 

Mr. Dixon. Obviously it is competition, because they are banks and 
thev are independent finance companies out vying for what is left. 

The CHarrman. Here is what the Senate study revealed, and I am 
reading from page 70. Thisconcerns banks also. 

Page 70, the first paragraph: 





The record clearly shows that insofar as financing is concerned, there is a 
General Motors market and a non-General Motors market; that GMAC effec- 
tively controls the General Motors market to the exclusion of other finance 
companies and banks. 

None of the competing finance companies have been able effectively to operate 
to any large extent in the General Motors market either at wholesale or at 
retail. 

Mr. McCuttocu. Mr. Chairman, I would be very glad to have all of 
the information with respect to that conclusion in the Senate report 
spread on the record, particularly in view of developments of the last 
few years. 

The CHarraan. Counsel might well examine those volumes and put 
that testimony in the record. 

Mr. Roprno. Mr. Chairman, I merely would like to make this ob- 
servation. We recognize that there are yet automobile manufacturing 
companies like Chrysler, Studebaker, Packard, and American Motors 
that do not have finance subsidiaries. What if these companies 
should now, as a purely defensive measure, undertake to go into the 
financing field ? 

What happens to competition then ? 

Mr. MoCorccn. It probably would be increased to the benefit of 
the consumer. 
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Mr. Dixon. The rest of my statement, I think, could just be included 
because they are just technical suggestions for the bill. 

The Cuairman. Go ahead. 

Mr. Dixon. I would make only one other personal suggestion to you. 

I heard the question asked about class legislation and whether it 
is constitutional or not. And I know you are aware of this. One of 
the bills that was considered by the Senate was S. 839. I think Sena- 
tor Kefauver put that bill in, and it has as part of the bill what I would 
call legislative findings, section 2-A of the bill were findings of fact 
and declaration of purpose. 

It might be considered by the committee as to whether or not they 
thought it might be for future interpretation as to whether it would 
be wise to make a legislative finding in this legislation to help guide 
a Supreme Court if anyone ever were to raise the question in the 

uture. 

The Cuarrman. Your entire statement will be placed in the record. 

Thank you very much, Mr. Dixon. We always appreciate your 
statements. They have always been very helpful. 

Mr. Dixon. Thank you, sir. 

The Cuarrman. As I said to Judge Loevinger I say to you, you are 
always welcome. 

Mr. Dixon. Thank you. 

(Mr. Dixon’s prepared statement follows :) 


STATEMENT OF PAUL RAND DIxoON, CHAIRMAN, FEDERAL TRADE COMMISSION, 
BEFORE THE ANTITRUST SUBCOMMITTEE, HOUSE COMMITTEE ON THE JUDICIARY, 
JUNE 8, 1961 


I appear today at the request of the chairman of this subcommittee to present 
the Commission’s views on H.R. 71, a bill to prevent automotive manufacturers 
from financing and insuring the sales of their motor vehicles. 

The bill would make it unlawful for any corporation engaged in the manufac- 
ture and sale in interstate or foreign commerce of motor vehicles to (1) own 
or maintain any facilities for financing the sale at wholesale or retail of the 
motor vehicles manufactured by such corporation or (2) to own or maintain 
any facilities for issuing insurance policies of any kind in connection with the 
sale or purchase of motor vehicles manufactured by such corporation. 

If this bill were enacted into law, it would be enforced by the several district 
attorneys of the United States in the district courts, under the direction of 
the Attorney General, by the institution of suits to enjoin violations of the act. 

The Commission is aware of the antitrust problems involved in the ownership 
by an automotive manufacturer of financing and insuring affiliates. In 1939, the 
Commission made a comprehensive report on the motor vehicle industry. This 
report, which was printed as House Document No. 468, 76th Congress, Ist ses- 
sion, discussed in detail the then current practices and policies of automotive 
manufacturers with regard to the financing and insuring of cars as well as 
many other aspects of the automotive trade. The inquiry was made pursuant 
to Joint Resolution 8&7 of the 75th Congress. 

This report makes elear some of the difficulties which have occurred in the 
automotive industry. It speaks, for instance, of the pressure exerted upon deal- 
ers to use a particular finance company. The report states such pressure was 
of varying intensity and was exerted by methods ranging from persuasive sales- 
manship to threats of cancellation of a dealer’s franchise. 

This kind of activity, we believe, will inevitably affect competition from 
nonaffiliated firms which seek to finance or insure automobiles. In a business 
so highly concentrated as the automotive industry, a tie-in between a manu- 
facturer and a financing or insuring company can substantially eliminate the 
competition which might otherwise exist from outside firms. The proposed 
legislation is calculated to effect a complete separation between the automotive 
manufacturer and its financing or insurance affiliates so that the possible adverse 
competitive effects cannot take place. In other words, if the automotive manu- 
facturer has no financing or insurance affiliates, there will then be no question 
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as to the availability of such business to the many concerns engaged in finance 
and insurance. 

In May 1938, General Motors Corp., Ford Motor Co., and Chrysler Corp. were 
each indicted on the charge that the automotive manufacturer had combined 
and conspired with its affiliated finance company or companies to restrain trade 
and commerce in the wholesale and retail sale and in the financing of its auto- 
mobiles in violation of the Sherman Act. Chrysler and Ford entered into con- 
sent decrees in 1938 and the criminal cases were quashed. Criminal proceed- 
ings against General Motors resulted in conviction in 1939. A civil suit for 
injunction was instituted against General Motors in 1940, and a consent decree 
was entered in 1952. 

The consent decrees have an important bearing upon the need and desirability 
of the proposed legislation. I will not go into the subject in detail, except to 
note that each decree imposes restraints upon discriminatory practices as be- 
tween the automotive manufacturer and the finance company. It is my under- 
standing that the decrees do not prohibit the acquiring or retaining ownership 
of any finance company. 

This then brings us to the subject of whether there should be legislation to 
go a step further than the decrees and require the complete separation of the 
various businesses. The proposed legislation would also require the separation 
of insurance affiliates. 

This is a matter on which the Commission has made no special economic 
studies to determine whether any advantages would flow to the public if the 
legislation is passed. In fact, the Commission has made no general inquiry or 
study of an economic nature into the automobile industry since its report of 
1939. 

The Commission recognizes the serious problems involved in the area covered 
by the proposed legislation. The resolution of these problems involves the deter- 
mination of broad economic antitrust policy by the Congress. It is to be noted 
that the bill calls for legislative divestiture of their finance and insurance com- 
panies by automotive manufacturers. Whether so drastic a remedy is necessary 
at this time or whether the existing situation could be sufficiently ameliorated 
by the enactment of pending legislative proposals requiring ‘“‘truth in disclosure” 
of automobile financing, is a matter which the Congress should consider and 
resolve. 

The following comments relate to specific language used in the bill. 

The first section of the bill (unnumbered) contains a definition of “commerce” 
which covers both foreign and interstate commerce, but section 2 refers to 
corporations engaged in the manufacture and sale “in interstate or foreign 
commerce.” In view of the definition of “commerce” contained in the first 
section, you may wish to strike the words “interstate or foreign’ from section 2. 

Section 2 contains the phrase “any corporation, its subsidiaries, officers or 
employees, engaged in the manufacture and sale in interstate or foreign commerce 
of motor vehicles.” [Italic supplied.] It is unclear as to which of the preceding 
words the italic clause applies. If the following properly reflects your intention, 
you may wish to revise the phrase to read: “any corporation engaged in the 
manufacture and sale in commerce of motor vehicles, or any of its subsidiaries, 
officers, or employees.” 

The title of H.R. 71 suggests an intended application to manufacturers only, 
but section 2 of the bill extends its coverage to “any person or corporation which 
acts for and is under the control of Such corporation.” This phrase could be 
construed to cover dealers, since in certain transactions such as the adminis- 
tration of a manufacturer’s warranty, dealers may be said to act for and under 
the control of the manufacturer. For clarification, you may wish to consider 
insertion of the phrase “with respect to financing or insuring of motor vehicles” 
immediately after the word “corporation” on line 9 of page 2 of the bill. 

Inasmuch as the phrase “antitrust laws” is not always construed to include 
the Federal Trade Commission Act, it would be appropriate to insert, “includ- 
ing the Federal Trade Commission Act” at the end of section 5 of the bill. 

In conclusion, I wish to express the appreciation of the Commission for this 
oportunity to comment upon H.R. 71. 


The CHarrMAN. We have two more witnesses. I hope they can be 
very brief because we would hike to terminate the hearings very shortly 
for the day. 

Mr. Louis Werner, of Peat Marwick Mitchell & Co., Chicago, Il. 

Mr. Werner? 
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STATEMENT OF LOUIS WERNER, PEAT MARWICK MITCHELL & 
CO., CHICAGO, ILL.; ACCOMPANIED BY GEORGE OMACHT 


Mr. Werner. I am here, Mr. Chairman. 

I was pee to use three of the charts used by Mr. Cassat yes- 
terday. ‘They are on the easel over there. 

The CuHatrmMan. How long will you take? 

Mr. Werner. Not more than about 10 minutes. I am a partner in 
the public accounting firm of Peat Marwick Mitchell & Co. having be- 
come a partner when that firm combined about 2 years ago with the 
firm of Baumam, Finney & Co., a firm with which I had been a partner 
since 1942 and had previously been associated since 1931. 

Bankers and people in the finance industry will tell you that our 
firm was the leading accounting firm in the finance field. We had 
approximately 60 independent finance companies as clients, and I 
personally have spent the major portion of my time for the past 25 
to 30 years auditing and working with independent sales finance 
companies. 

In my professional capacity as a public accountant, I don’t have an 
opinion on H.R. 71, ad I propose to confine my statements to the 
comparisons in the charts that. were presented yesterday, particularity 
those having to do with the factor of leverage. 

oe incidentally, I had nothing to do with the preparing of the 
charts. 

Leverage or the relationship of debt to capital, is an important factor 
in any business, particularly business involving the use of money. 
The more that you can borrow the more business you can da, and 
accordingly the greater the return on invested capital. 

In the case of an independent finance company, you might x.y 
there are three limitations on the extent of its borrowings. 

The smaller companies have difficulty obtaining sources of funds of 
any kind. In all companies management gives consideration to how 
far they feel they should go from the standpoint of pyramiding bxr- 
rowings in relation to capital. And most specifically the larger 1n- 
dependent finance companies, which obtain their funds from institu. 
tions and from large banks, find that their lenders impose hmitations 
in the form of provisions in their borrowing agreements and in- 
dentures which restrict their borrowings in proportion to capital. 

I am not personally familiar with the indentures which GMLAC 1s 
bound by, but I do work with independent finance companies and their 
indentures all of the time, and I am familiar with the restrictions their 
agreements contain, which usually include limitations on borrowings 
in relation to capital. : 

The use of a 9 to 1 ratio, as being representative of a typical inde- 
pendent sales finance company, is a reasonable one. 

Turning to the three illustrations; in the first illustration of a com- 
pany with no borrowings, obviously in this business such a company is 
not economically able to compete. 

Incidentally, these three thst rations al] cssume that operating costs 
per unit of funds are identical, for purposes of simplicity. . 

When a company operates with no borrowings, its cost. of funds is 
41.67 percent. before income taxes, and, in effect, it has to add Yl 
ie en dollars outstanding per year to merely overcome the co 
of funds. 
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In the case of company B, borrowing at the ratio of 9 times its cap1- 
tal, is more typical of an independent finance company, and its average 
cost per unit of capital is 7.76 percent, which translated into dollars 
means that it has to add $77 to each thousand dollars employed per 
year to achieve the profit target of 20 percent and cover its interest 
costs. 

In the case of company C, which hypothetically borrows at a 19 to 1 
ratio, with the same interest rate as the 9 to 1 company and the same 
profit target. of 20 percent, its per unit cost works out to 5.88 percent 
of capital employed, which means that per thousand dollars of capital 
employed for a year, it has to add $58 to cover its capital costs. 

Such a relationship of 19 to 1 is one that you don’t find in the inde- 

ndent sales finance companies, because they are not permitted (at 
east none of them that I have ever seen have been permitted) by their 
lenders to use that much borrowed capital. 

Mr. Maverz. Mr. Chairman ? 

Mr. Werner, the subcommittee now understands that the subordi- 
nated debt agreement, to which you are in effect referring, between 
GsMAC and various lending institutions has been modified so that 
regardless of GM ownership or nonownership of GMAC, there is 
only one maximum. 

Hfad that come to your attention ? 

Mr. Werner. It had not come to my attention before your reference 
to it earlier today. 

Mr. Maerz. Would that change the picture that you are now pre- 
senting? 

Mr. Wanwer. That would change it only if the maximum were re- 
duced in such a way as to prevent GMAC from borrowing to the 
extent that it already has borrowed. 

: In other words, as I understand it, the crucial test 
it whether GMAC in this modified subordinated debt agreement would 
still be able to borrow on a ratio of 19 to 1; 1s that correct ? 

Mr. Werner. That is correct. 

Mr. Maerz. May I ask you this also: General Motors submitted 
a statement before the Senate Antitrust Subcommittee pointing out 
that it is at a financial disadvantage due to its ownership by General 
Motors on the basis that if it were not a subsidiary of General Motors, 
re eould qualify for a line of credit of approximately $300 million; 
that this result follows from the fact that loans extended by National 
and certain State banks to a corporation and its subsidiaries as a group 
are limited by law toa maximum of 10 percent of the combined capital 
ane surplus of the bank. 

Now, in view of this, General Motors argues, the line of credit is 
for practical reasons offered by a given bank in toto to the parent 
Greveral Motors and General Motors in turn allocates the total among 
itaetf and its subsidiaries. 

Creneral Motors also argues that. for a number of years GMAC 
Las participated in these combined hnes of credit to the extent of 
enly 50° percent while independent sales finance companies would 
taave full 100 pereent availability. 

Io vou follow this argument of General Motors? 

Mr. Werner. Yes, sir. 

Mr. Marerz. What is yourcomment? 
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Mr. Werner. Theoretically, it may have some merit, but at the 

resent time it is a purely academic argument to make, inasmuch as 

MAC from its latest published statements is using very little of its 
banks loans, due to the fact that in the present money market it can 
borrow money in the open market at lower rates than it can borrow 
money from the banks from whom it has bank lines. 

Mr. Matetz. But do you believe that, as a theoretical matter at 
least, GMAC is at a financial disadvantage in terms of bank borrow- 
ings because of its being a subsidiary of General Motors ? 

r. Werner. Only theoretically—if it used up all the bank lines 
that were available to it, and therefore if these limitations actually 
were effective, if such a state of affairs were ever to exist. 

The CuarrMan. It would have the power nonetheless to allocate 
all the credit it receives, every dollar's worth of credit to GMAC if 
it wishes, it has that power ? 

Mr. Werner. Apparently it does. 

The CHarrmMan. And it doesn’t have to use any of the credit for 
the manufacture of cars but it could use all the credit it gets for the 
financing of the cars? 

Mr. Werner. That is my understanding of the arrangement. 

The CHarrMAn. When they tell] us that the situation has changed, 
it doesn’t change their power. 

Mr. WERNER. I don’t believe that it does. 

Mr. Maerz. Even though this advantage which you say 1s theoret- 
ical rather than real, isn’t it a fact that because of this relationshi 
that GMAC loses capacity, borrowing capacity, in the commercia 
paper market ? 

r. Werner. I doubt that that is true. It is my understanding, 
that under the standards that are applied to independent finance com- 
poe that might be a true statement, but. it is my understanding 

rom the testimony here that similar standards are not applied to 
GMAC. 

Mr. Materz. In order that I understand your testimony, even 
though the subordinated debt agreement has been modified in a way 
hich would not make GMAC’s borrowing capacity dependent upon 
its affiliation with General Motors, so long as GMAC is able to bor- 
row under its loan agreement at a considerably higher ratio than its 
competitors, to that extent, GMAC competitors are placed at a con- 
siderable disadvantage. 

Is that the import of your testimony on this point ? 

Mr. WERNER. Yes. 

Mr. Chairman, I would just add one more point with relation to 
these charts. The reason for the lower average cost for company C 
as compared with company B is the fact that each company is aver- 
aging interest cost at 4 percent or 4-percent money with what you 
might term 41-percent money, capital on which it is trying to make a 
20-percent profit after tax. 

Whether you use the 20-percent. profit return or a 10-percent profit 
return or a lesser profit return, so long as you use the same target 
in the case of both companies, the before-tax costs of capital is much 
higher than the interest cost on debt, which is tax deductible. Ac- 
cordingly, a company which mixes interest-cost money with capital- 
cost money in the ratio of 19 to 1 will have a lower average cost than 
a company which his a 9-to-1 mixture, and in the-sales finance busi- 
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ness a company with a rate differential 2 percent in capital cost, if 
you measure these two ratios of 76 and 5.88 has a very competitive 
advantage. 

I chink tis is apparent when you consider that the annual reports 
of GMAC indicate that its interest expense is greater in dollars than 
the total of all other of its operating expenses. 

The Cuarrman. Thank you very much, Mr. Werner. 

This will terminate the testimony of witnesses for today. 

We have another witness, David B. Steere, president of Allied 
Finance Co., who apparently has agreed to testify at a later date. 
Elis testimony is very important, and I think it would be well to have 
him appear at a subsequent time. 

The hearing will now adjourn until tomorrow morning at 10 o’clock 
when we shal] hear the following witnesses: 

Representative Wright Patman of Texas; Charles G. Stradella, 
chairman of the board of GMAC, Detroit, Mich.; Frederic Donner, 
chairman of the board, General Motors Corp., Detroit; F. W. Misch, 
vice president, finance, Chrysler Corp., Detroit; Harold Halfpenny, 
Automotive Services Industry Association of Chicago. 

We will now adjourn until tomorrow morning at 10 o’clock. 

(Whereupon, at 12:40 p.m., the committee recessed, to reconvene 
at 10a.m., Friday, June 9, 1961.) 
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FRIDAY, JUNE 9, 1961 


House or REPRESENTATIVES, 
ANTITRUST SUBCOMMITTEE 
OF THE COMMITTEE ON THE JUDICIARY, 
Washington, D.C. 


The subcommittee met, pursuant to recess, at 10 a.m., in room 346, 
Old House Office Building, Hon. Emanuel Celler (chairman of the 
committee) presiding. © 

Present : Representatives Celler, Rodino, Rogers, Toll, McCulloch, 
and Meader. 3 

Also present: David B. Cassat, president, Interstate Finance Corp., 
Dubuque, Iowa; and Paul Jones, chairman, executive committee, 
American Finance Conference. | | 

Herbert N. Maletz, chief counsel; William H. Crabtree, associate 
counsel ; and Herbert Fuchs, assistant counsel. 

The Cuarrman. The committee will come to order. 

-Qur first witness this morning is our distinguished colleague, the 
gentleman from Texas, Representative Wright Patman, who always 
gives us words of wisdom. . 

Weare glad to have you here. 


STATEMENT OF HON. WRIGHT PATMAN, A REPRESENTATIVE IN 
CONGRESS FROM THE FIRST CONGRESSIONAL DISTRICT OF THE 
STATE OF TEXAS 


Mr. Patman. Thank you, sir. 

‘Mr. Chairman, I think this is a good bill because it will restrain 
monopolistic practices and permit continued survival of locally owned 
business institutions in our Nation’s communities. 

One of the country’s biggest problems is the weakening and even the 
destruction of the economies of our local communities. This practice 
of permitting automobile manufacturers to own and control the 
financing of the product they manufacture is further evidence of the 
fact that the Main Streets in the communities of our Nation are being 
run by Wall Street. It is further destruction of free competition in 
private enterprise and must be halted if the smaller communities of our 
country are to have vigorous and prosperous economies to support the 
daily needs of community life. A continuation of the present practice 
will probably result only in a great clamor and demand from our 
cities for further Federal aid. 

409 
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BANKERS SILENT 


We have been depending upon our commercial banking institutions 
to supply the financial lifeblood needed by our communities. We 
have looked to them as the source of funds to supply our business and 
personal needs. 

Now it is time to see whether they have acted with vision for the 
future and in the public interest of the communities they are intended 
to serve or whether their actions are based on shortsightedness and the 
lust and greed of the moment. I am afraid the testimony heavily 
favors the latter. 

I understand that the committee has had some correspondence from 
individual banks, and that most of them favor passage of H.R. 71, 
while a few are opposed, but that none of them thus far has offered 
to testify. 

But I am stunned to learn that not one word has been heard from 
either the American Bankers Association or the Independent Bankers 
Association. I am amazed that these big associations that represent 
the banking institutions of our entire Nation are not here in whole 
sale numbers clamoring for passage of this legislation. 

If the top-ranking officers of these powerful and influential] associa- 
tions cannot foresee the crippling effects of monopolistic combinations 
on the health of the economy, they should be here in numbers demand- 
ing approval of this bill for the selfish protection of their own 
institutions. 

Banks are organized and operated to make profits, of course, but 
they also are chartered and permitted to exist to serve the public in 
their local communities. I am concerned that too many banks no 
longer fully perform this public service but invest their resources in 
Government obligations and other securities far from their local areas. 

The bleeding of funds from local banks and from local finance 
companies also bleeds the communities of the revenues they need to 
grow and prosper. It is one of the factors that is drying up normal 
community life. 

It is not just an invitation for further aid to loca] areas, it is a case 
of forcing the Federal Government with a vengeance to take all local 
opportunity away from communities and supply further assistance 
in such services as old-age pensions, depressed area assistance, aid 
to education, and whatever else local governments no longer have the 
financia] sustenance to provide themselves. 

Our economy tends to veer more in that direction continuously. 
I hope the Congress will act to stem this trend and help local com- 
munities retain their pone businesses so they can take care of, if 
possible, their local obligations to education, and these other needs. 

Finally, Mr. Chairman, I want to make it clear that I am not od- 
dressing my remarks toward any single automobile manufactunng 
company. I don’t want any of them to enjoy this monopolistic manu- 
facturing-financing “sacred cow” privilege. 

Another thing, Mr. Chairman, the automobile dealers should be in 
here fighting this bill. I know it is a fine organization, and in all 
the cities throughout the Nation the franchised owners are among 
our finest and best citizens. 

I am sure there must be a difference of opinion among them. Rut 
clearly their side on this is in favor of this bill because 1f these auto- 
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mobile manufacturers are not stopped, the defeat of this bill would 
mean a firmer grip upon the throats of al] the automobile dealers in 
America. 

In some instances the company financing sales of automobiles makes 
more money from financing them than the automobile dealers that 
handle the cars. 

Another thing, Mr. Chairman, we already have too many of the 
business moneymaking opportunities taken away from local commu- 
nities. 

How are you going to resist Federal aid to education, Federal aid 
to everything, if local people no longer have the opportunity to take 
care of themselves? 

The moneymaking opportunities are gone. They are owned by 
absentee owners. This bill would stop part of that and retain money- 
making opportunities locally. 

When local people have these opportunities, they put their profits 
in the local bank, and these dollars become reserves that may be ex- 
ar acts upon 10 to 1, and more, for the purpose of developing and 

1elping the people in that area. In that way they can kind of take 
care of themselves. 

Hiut if you more and more take away the business moneymakin 
opportunities from the local communities, more and more they will 
have to come to the Federal Government for aid. And these people 
who are doing all this, taking all the moneymaking opportunities 
away from the towns and cities of America, had just as well realize 
now that the Federal Government is going to follow those dollars. 

The Federal Government is the only one that has the power to do 
it, the only one that can effectively do it, and bring part of these 
dollars back to the local communities from whence they came, in order 
to take care of local needs in that comunity. 

So I do not. think it is a good thing for America. It is a bad thing 
for America. 

If we have an America of little businesses locally owned and locally 
controlled and decisions made locally, we have a strong America. 

But every time you take away from these local communities that 
strength, you are making it more fertile for socialism, communism, or 
fascism. 

But the way to keep America strong is to keep it strong at the local 
level, to let local people have moneymaking oppo and then 
loeal people can take care of many of their needs, and they will not 
have to come to the Federal Government for assistance. 

Now, may I suggest, Mr. Chairman, a few thoughts to the commit- 
tee for their consideration in the study of this important bill. 

As it presently stands, the bill prevents General Motors and other 
manufacturers of motor vehicles from owning or maintaining finan- 
cial and insurance facilities only if they are used in connection with 
the sale of motor vehicles, defined to include, of course, passenger cars, 
triueks, buses, and station wagons. 

(zeneral Motors, therefore, could still finance, on its own, the sale 
of locomotives or diesel engines or refrigerators. Should not this be 

rohibited also ? 

The bill makes it unlawful for a motor vehicle manufacturer to own 
or maintain any facilities for financing or insuring in connection with 
the sale of motor vehicles. But does this mean that such a manufac- 
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turer could not own stock in such a financial entity or have interlock- 
ing directorates ? 

If it might be so interpreted, Mr. Chairman, I would urge that any 
such relationships be expressly banned. In other words, I think it 
should be dealt with affirmatively. This committee might well give 
attention to the wisdom of extending this type of legislation to all 
sales situations, whether of motor vehicles, as herein defined, or other- 
wise. Should not any large sales organization be prohibited from 
financing its own sales? 

Now, how do we know this bill will help the consumers? I know 
that is a question that is often asked in all hearings of this type, and 
I have been in some of them myself. Someone invariably raises this 
question whenever we make efforts to strike down monopoly. My an- 
swer to this question is this: 

To me the past history of GM offers persuasive evidence that it has 
had market power. There is also evidence that GM has used this mar- 
ket power to its advantage and not the public’s, contr to one 

rominent former GM official’s declarations that what. is for GM 
is good for the country. The question whether this legislation is goad 
for the consumer goes back to the basic issue of whether we really 
believe a competitive economy is preferable to a monopolistic and 
cartelized one. 

This may seem like a dogmatic statement to some, but I sincerely 
believe that the positions various persons eventually take on this bill 
will separate those who believe competition is best for America from 
those who believe monopoly will serve America best. It is as simple 
as that. 

And if GM, Ford, Crysler and these other big automobile manufac- 
turers are permitted to continue this, they will have a captive market. 
It has many ramifications. It affects the local economy in many dev- 
astating and destructive ways, too many to be mentioned here. 

The chief issue here is one of market and financial] power and their 
use. GM isa vast conglomerate enterprise. By engaging in financing 
as well as manufacturing, it is in a position to extend forward this 
vast power to the distribution level. This not only harms competi- 
tion at the distribution level, thereby harming other independent 
automobile distributors and independent financing agencies, but by 
expanding its position at the distributor level, its already dominant 
position in manufacturing 1s further entrenched and enhanced. Hence. 
power Is used to increase power. Power feeds on power. 

The end result is clear: overwhelming dominance and complete 
monopoly. GM’s market. behavior will then be curbed and the public 
interest protected only insofar as the holders of this power decide 
that they will exercise it in the public interest. This makes a mockery 
of our free enterprise economy. (rood performance then becomes a 
gift of benevolent. holders of vast economic power. 

Unless public action is taken to limit. and prevent the achievement 
of such power, the only alternatives to monopoly are, one, turn the 
country over to GM, or, two, turn GM over to the country. Both 
alternatives are abhorrent to me. We must make every reasontble 
effort to preserve competitive market structures which wil] demand 
desirable social performance. Action is called for now. This ts toe 


urgent a matter fo put off for another decade or more. The countrs 
crnnot afford further delay. 
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I hope your bill becomes law, Mr. Chairman. 

The CHairman. Mr. Patman, you spoke of the automobile dealers. 
It is interesting to note that. we have received quite a number of com- 
munications from automobile dealers, and most of the dealers indicate 
that they are opposed to this bill. 

Now, in relation to this, I draw your attention to the fact that the 
General Motors Corp. under date of May 18 sent a communication 
to all General Motors distributors and dealers wherein are set forth 
its reasons for their opposition to the bill, and enclosed a summary 
of General Motors’ statement on Senate bills S. 838 and S. 839 which 
are similar to the one I offered, filed with the Subcommittee on Anti- 
trust. and Monopoly of the Committee on the Judiciary of the U.S. 
Senate on February 27, 1959. General Motors urged the dealers to 
read carefully the statement of position of the General Motors Corp., 
and then added significantly on the second page of the letter: 

Should you decide to take a position at this time, may we suggest that rou 
comulunicate with your Senators and Representatives in Congress and also with 
the Antitrust Subcommittee of the Committee on the Judiciary, U.S. House of 
Representatives, Washington, D.C. 

You will note, “May we suggest that you communicate.” What 
would you say, from your long experience as a Representative, as to 
the effect. of this suggestion from a corporation like General Motors 
to its dealers? 

Mr. Parman. Well, to some extent, the dealers are captives now. 
This will leave no doubt about. their captivity. 

This will put a firmer grip upon their throats by the automobile 
manufacturers and put them more under control than they are now. 
Now, they are independent, and I am glad to see them independent. 
They have performed a greater service for our country both in time 
of peace can (ime of war. 

I am strong for the independent automobile dealers, but I am very 
much disappointed that they are not. here fighting to protect America’s 
interests while they are protecting their own. 

The CHarrmMan. Would you say that the “suggestion” contained in 
the letter of General Motors Corp. to its dealers is something in the 
nature of a command ¢ 

Mr. Patman. Well, it 1s a sanction. It is something that will be 
persuasive, not only persuasive but effective. 

I can see why the dealers are not here now, because that. is almost 
a mandate to them to stay out of this fight, and by staying out 
are acting in the mterests of defeating the bill. 

The CuHairmMan. Wouldn’t you say that at the very least it would 
be subtle persuasion ? 

Mr. Parman. Well, I don’t know that it is too subtle. It 1s rather 
direct. 

The Cuamman. I have here a communication from the General 
Motors Acceptance Corp. similarly addressed to all dealers. That 
also would be characterized in the same fashion, would it not! 

Mr. Parman. Yes, sir. 

In other words, it is a pretty good lobbying method, and by having 
Madison Avenue help and boost, it really means something. 

The Cuarrman. These letters will be placed in the record. 
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(The letters referred to are as follows :) 


GENERAL Morors ACCEPTANCE CokpP., 
New York, N.Y., June 2, 1961. 


Deak Mr. SmiTH: On January 4, 1961, Representative Emanuel Celler, Demo- 
crat, of New York, introduced House bill H.R. 71 which would prevent manu- 
facturers of motor vehicles from financing and insuring the sales of their prod- 
ucts. A copy of the bill and a statement by Representative Celler in introducing 
the bill, printed in the Congressional Record, are enclosed. 

Representative Celler is chairman of the House Committee on the Judiciary 
and also of its Antitrust Subcommittee. The subcommittee has scheduled hear- 
ings for June 7, 8, and 9 on H.R. 71 and similar bills. 

You will recall that early in 1959 nearly identical legislation, S. 838 and S. 839, 
was the subject of hearings by the Senate Subcommittee on Antitrust and 
Monopoly. In May 1960 the subcommittee voted 4 to 1 to postpone the bills 
indefinitely. At the time of the hearings, we sent you a copy of the General 
Motors statement of its position on the proposed legislation. In order to refresh 
your recollection, we are enclosing a summary of that statement. 

The American Finance Conference, an organization of nonaffiliated sales 
finance companies, is the principal supporter of H.R. 71. We are informed that 
the American Finance Conference and its primary spokesman, Mr. Paul C. Jones, 
chairman of its executive committee, have circulated material to various finan- 
cial institutions in an effort to gain support for H.R. 71. One of these items 
- consisted of a letter from Mr. Jones as president of the Glenview State Bank, 
Glenview, Ill., to all bank presidents attaching an AFC pamphlet entitled “Still 
Another Tax-Favored Competitor Threatens Commercial Banks.” You might 
be interested in our views on the pamphlet and the unfair, incorrect, and mis- 
leading statements made. 

The letter and the pamphlet attempt to convince commercial banks that they 
face “unfair handicaps * * * in maintaining their position, not only in the con- 
sumer credit business, but in the whole field of credit,” because of “some of the 
privileges which GMAC holds in the money markets” and should therefore 
support H.R. 71. 

Any inference that GMAC is a threat to commercial banks is, of course, absurd 
in the light of the fact that banking institutions in 1960 extended almost 50 per- 
cent of the automobile credit provided by all sources in the United States. Fur- 
thermore, the bank participation has increased in each of the last 5 years, while 
the GMAC participation in total automobile credit extended, currently about 
18 percent has remained relatively unchanged for some years. These figures 
taken from the Federal Reserve Board statistics are undoubtedly well known to 
you. 

As for misleading and inaccurate allegations, for example, the pamphlet states 
that “GMAC is not required to keep compenstaing balances or unused lines of 
credit on hand in the same ratio as other sales finance companies.” The fact is 
that GMAC also is subject to these requirements, although there may be some 
variance among sales finance companies. The commercial banks may have dif- 
ferent requirements for smaller, regional-type firms but such firms should not 
be used as a standard of comparison with GMAC and the other major companies. 

The pamphlet also refers to the borrowings to capital leverage employed by 
GMAO and states that ‘““GMAC can and does use a risk asset ratio of 20 to 1.” 
The pamphlet is completely inaccurate in disregarding subordinated debt and 
preferred stock as part of the protection for the senior debt holder. The fact is 
that at December 31, 1960, GMAC’s ratio of senior debt to capital funds (in- 
cluding subordinated debt) was 4.8 to 1, a conservative ratio by any standard. 

The leverage approach is also used to support the pamphlet’s reference to 
GMAO as a “tax-favored competitor.” GMAC is obviously not tax favored. It 
pays the same taxes as any company with like income. The fact that it may 
operate on less capital than another company doing the same amount of business 
is no proof of tax favoritism. 

Typical of the pamphlet in its entirety is the following paragraph. 

“If enacted into law, it would help to: 

“1, Strengthen the free marketplace by restoring free competition to the 
U.S. auto market. 

“2. Remove GM’s power to set prices for the entire auto industry. 

“3. Allow auto prices and finance charges to be set by free competition, 
which will give consumers the ultimate benefits. 
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“4. Give auto dealers the freedom to change franchises and operate as 
agents in a free economy. 

“5. Maintain the United States in its leading position in the world auto 
market. 

“6. Bring full, more even employment to the U.S. auto industry. 

“{, Allow new auto manufacturers to enter the industry, if they wish, 
and allow present ones to compete more evenly—and to survive.” 

These conclusions do not even merit comment. 

Should you decide to take a position at this time, may we suggest that you 
communicate with your Senators and Representatives in Congress and also with 
the Antitrust Subcommittee, Committee on the Judiciary, U.S. House of Rep- 
resentatives, Washington, D.C. 

Both General Motors and GMAC will file statements with the subcommittee, 
setting forth their position on H.R. 71 after the hearings commence. At that 
time we will forward you copies of those statements. 

To avoid any misunderstanding as to the purpose of this letter, we ask that 
you refrain from communicating your views to us. 


Sincerely, 
W. B. Apsit, Vice President. 


GENERAL MorTrors Cosrp., 
OFFICE OF THE PRESIDENT, 
Detroit, Mich., May 18, 1961. 
To General Motors Distributors and Dealers: 


May I urge you to read the enclosed reprint from the Congressional Record of 
a statement made last January by Representative Emanuel Celler in introducing 
House bill H.R. 71, also enclosed. 

If enacted into law, H.R. 71 would prevent manufacturers of motor vehicles 
from financing and insuring the sales of their products. Representative Celler’s 
statement discloses that the real purpose of H.R. 71 “is to divorce General Motors 
Acceptance Corp. from General Motors Corp. and to restore free competition to 
the American automobile market.” I am sure you will be interested in the 
reasoning that leads him to conclude that divorcement is necessary. 

Representative Celler is chairman of the House Committee on the Judiciary 
and also of its Antitrust Subcommittee. The subcommittee has scheduled hear- 
ings for June 7, 8, and 9 on H.R. 71 and similar bills. In view of the fact that 
dealers would be among the parties affected by this legislation, you may wish to 
register your opinion of it. 

You will recall that early in 1959 nearly identical legislation was the subject of 
hearings by the Senate Subcommittee on Antitrust and Monopoly. More than a 
year later, in May 1960, the subcommittee voted 4 to 1 to take no further action 
on these bills. At the time of the hearings, we sent you a statement of our 
position on the proposed legislation. In order to refresh your recollection, we 
are enclosing a summary of that statement. 

At the hearings 2 years ago, Senator Estes Kefauver, chairman of the subcom- 
mittee, referred to the fact that he had received telegrams and letters favoring or 
opposing the legislation. Should you decide to take a position at this time, may 
we suggest that you communicate with your Senators and Representative in 
Congress and also with the Antitrust Subcommittee, Committee on the Judiciary, 
U.S. House of Representatives, Washington, D.C. 

The corporation will file a statement with the subcommittee setting forth its 
position on H.R. 71 after the hearings commence. At that time we will forward 
you a copy. 

To avoid any misunderstanding as to the purpose of this letter, I ask that you 
refrain from communicating your views to us. 

Sincerely yours, 
JULIAN F. Gornon, President. 


SuMMARY OF GENERAL Morors STATEMENT ON SENATE Brits S. 838 ann S. 839 
GENERAL MOTORS’ POSITION 


General Motors considers the proposed legislation before the subcommittee 
as set forth in Senate bills S. 838 and S. 839 prejudicial not only to its interests 
and the interests of automobile dealers but more importantly to those of the 
public and the economy of the country. 
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These two bills represent class legislation in a most extreme form. Their 
enactment would discriminate against a single group of manufacturers—an 
unsound and dangerous precedent. 

The Supreme Court has consistently recognized that a discrimination having 
no reasonable relation to the difference between two classes of companies is 
arbitrary and unconstitutional. The Federal Trade Commission, in testifring 
with respect to this legislation before this subcommittee, stated that it has 
traditionally opposed variations of the general antirust laws to govern conduct 
applicable only to one segment of our economy. 


The rights and responsibilities of the manufacturer 


It is entirely reasonable as well as necessary for a manufacturer to be con- 
cerned with the retail financing of his products—with the terms customers re- 
ceive, with the cost of financing to customers and with the treatment accord- 
ed them by the financing sources in the normal course of their relationship with 
such customers, as well as with all other phases of the installment credit busi- 
ness. There is no reason, either from the business or the legislative viewpwint, 
why an exception should be made in the case of automobile manufacturers to 
the practice of assuming a measure of responsibility for proper arrangements 
for installment credit on its products. 

Any advantage that General Motors may derive from its ownership of GMAC 
is one that any company derives from a well-managed, well-run, and profitable 
operation that benefits its customers and its dealers by assuring them ade- 
quate financing facilities for its products at competitive rates. Such a relation- 
ship is assuredly a legitimate one, and no undue advantage accrues to GM. 


The importance of competition 

Additional competition in the installment credit field would be of definite 
benefit to customers, to dealers, and to the economy generally. Accordingly, 
automobile manufacturers should continue to be permitted to assume whauateter 
measure of responsibility for the proper financing of installment credits ap- 
plicable to consumer purchases of passenger cars they may wish. They shou'd 
not be arbitrarily prevented from competing in this financing field. This prac 
tice is certainly not uncommon in the sale of farm equipment, appliances, furni- 
ture, and numerous other products. 

The consumer and the public are best served by a competitive svstem in 
which the producing and servicing units compete for the consumer’s favor. It 
is not the function of competition to benefit competitors. The function of com- 
petition is to benefit the consumer and hence society. This is the important 
consideration. 

By the same token, the purpose of the antitrust laws is to protect the public 
by promoting competition. Yet all the arguments favoring this legislativa 
ignore this point. No arguments have been presented showing how consumers 
will benefit—or even whether they will benefit. It is the conviction of General 
Motors that consumers will not benefit and that the public interest will net be 
served by the adoption of this legislation but may well be prejudiced by in- 
creased costs. 


THE POSITION OF GMAC IN THE AUTOMOBILE INSTALLMENT CREDIT INDUSTRY 


GMAC has been a leader in establishing sound installment credit policies and 
practices. It has had a stabilizing influence on the industry which has been ap- 
parent over the years in many areas. 

It is argued that General Motors dealers must use GMAC. With respect te 
cars sold by GM dealers and financed on time, well over 50 percent are financed 
by sources other than GMAC. General Motors Acceptance Corp. offers a serv- 
ice that dealers may mnake use of if they so desire. They may or may not use 
it to finance their own wholesale purchase of automobiles, or they may or may 
not use it to discount the notes of their customers. 

The retail customer may also elect to use the finance service provided bs 
GMAC or that of someone else or none at all as he wishes. Many of them do 
not use GMAC. The fact fs GMAC handles relatively a small percentase of 
the Nation’s automobile installment financing. In 1958, for example, of auto 
mobile installment credit extended, banks accounted for 45 percent; sales finance 
companies other than GMAC, credit unions, etc., accounted for 39 percent, and 
GMAC accounted for only 16 percent. 

Critics exaggerate GMAC’s participation In the retail installment credit indre 
try by offering incomplete charts and statistics. They refer only to the portico 
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of total credit extended by sales finance companies and ignore the fact that a 
high percentage of the automobile installment credit business has been obtained 
by banks and otber nonsales-finance sources. 

It has been stated that GM.AC, due to its association with General Motors, can 
borrow money at considerably lower rates than its competitors. That is not so. 
There is practically no difference between the interest costs of GMAC and those 
of its principal competitors. 

It has also been said that GMAC, due to its association with General Motors, 
can borrow money without giving its creditors as much protection as is required 
from its competitors. Such advantages, if any, that GMAC has in this area 
are attributable to its record of performance over the years, 


The Craiman. Any questions? 

Mr. Rocers. Mr. Chairman ? 

Do I understand, Mr. Patman, that you have information that the 
automobile dealers probably make more out of financing than they do 
out of the sale of automobiles? 

Mr. Parwanx. I have known of cases where that was true. They 
would sell their paper. It depends upon, you know, the amount in- 
volved and the circumstances. But oftentimes they can sell the paper 
to a finance company and make more net profit out of it than they 
have out of selling the automobile. 

Mr. Rocers. As head of the Small Business Committee, have you 
made any study of that particular matter? 

Mr. Parman. Yes, sir, I have. | 

Mr. Rocrrs. Would you submit the information that you received 
to this committee ? 

Mr. Parman. Any along that line I should be very glad to. 

Mr. Rogers. Yes, sir. 

Now the other thing is this. Do I understand from your testimony 
that vou don't think that H.R. 71 goes far enough ? 

Mr. Parman. Well, I suggested a couple of amendments for con: 
sideration of the committee. 

Mr. Rovers. And one of those is that the manufacturers, and par: 
ticulurly Greneral Motors—— 

Mr. Patman. That is right. 

Mr. RoGrrs. Be prohibited from financing directly the sale of their 
own products. 

Mr. Parman. That is right, because it gives them a captive market. 

Mr. RoGers. Would you extend that across the board to all manu- 
facturers? 

Mr. Patman. Personally, I am impressed that it should be ex- 
tended. but I would have to look into the cases separately. 

Right now let's confine it to the financing i automobiles, and cer- 
tainly I think that should be stopped. 

Mr. Rogers. Thank you, sir. 

Mr. MeCttiocn. Mr. Chairman, I should like to inquire whether or 
not this subcommittee has invited General Motors, Ford, Chrysler, 
American Motors, Studebaker-Packard agencies, both large and small, 
torestify before the committee? 

Mr. Maverz. Mr. Chairman, the subcommittee has invited the pres- 
ident of each automobile manufacturing company to testify. It has 
not invited the dealers to testify. 

Mr. McCriiocn. Mr. Chairman, in view of the fact that there has 
heen read into the record two or more letters which leave the impres- 
sion that agents were coerced into opposing this bill and probably 
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would be fearful of attending this hearing, in order to make the record 
accurate, both the large and small agents of these several automobile 
companies, in my opinion, should invited to testify before this 
committee. ; ; 

The Cuarrman. Ford Company’s representatives said they will 
present two dealers to give their views, and as the testimony unfolds 
if it is necessary to call other dealers we shall be glad to do so. 

Any other questions? 

Mr. McCuutocu. I am very happy to have Mr. Patman, the chair- 
man of the Select Committee on Small Business testify this morning. 
He is chairman of the committee upon which I serve with a great deal 
of pleasure. 

r. Parman. And the ranking member upon whom I depend 

eatly. 

SMe MeCutioGd And, of course, it is well known that our col- 
league, Mr. Patman, is the senior member of the House Committee on 
Banking and Currency. As such, he has great interest in banking 
legislation and the activities of banks. 

wonder, Mr. Patman, if you have available the total amount of 
automobile financing that is done by commercial] banks? 

Mr. Parman. I don’t know that we have it right now, but we can 
get it rather quickly. 

Mr. McCutiocw. Would you know whether or not that amount 
of financing has been on a steady increase for a number of years? 

Mr. Parman. You mean bankers financing automobiles? 

Mr. McCuttocn. That is right. 

Mr. Parman. My off-hand observation would lead me to believe 
that it has been on the increase, but the bankers, commercial bankers, 
were very slow to catch on. For 20 years they paid no attention to 
automobile financing, didn’t want it, and all at once they said, “Why 
that belongs to us. All these other fellows ought to get out of the 
field.” That is the reason I can’t understand now why they are not 
here. Here is a proposal that is in the public interest, would help the 
local institutions, keep their profits at home, put the reserves in their 
local bank to help everybody and they are not here supporting it. 

Mr. McCuttocu. The Chairman has just advised me that we will 
have testimony today which will furnish in detail and accurately the 
answer to that. 

Mr. Parman. Good, I would love to see it myself. We have had it 
ae past, and we could bring it up to date very quickly if you 
need it. 

Mr. Mraper. Mr. Chairman, I was interested in your last sentence, 
Mr. Patman, and I quote: “I don’t want any of ie to enjoy this 
monopolistic manufacturing financing sacred cow privilege”. 

Mr. Patman. That is right. 

Mr. Meaper. I wonder if that, in your opinion, should be applied 
apical to industries where companies combine producing and the 

ancing of their sale of products. 

Mr. Parman. There are so many different products. 

I would like to pass on each one separately. 

But in this case I can definitely make that statement. 

Mr. Meaper. You didn’t intend by that statement, then, to say that 
a manufacturing company which had a financing subsidiary to facili- 
tate the sale of its product was wrong per se? 
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Mr. Patman. Not per se, no; but in this case it is. 

That is my feeling about it. We know they are monopolistic in 
this case. 

Mr. Meaper. Well, as I understand it—— 

Mr. Parman. And we know the customers are captives. 

I mean we know that they have a captive market. 

Mr. Meaner. As I understand it, American Motors does have a 
financing subsidiary, but not for automobiles but for its appliances. 
You find nothing wrong with that ? 

Mr. Parman. I would rather confine my statement to what is in this 
bill for the present. 

Mr. Meaper. The reason for the question is that one of the objections 
to the bill which has been raised is that this is class legislation confined 
to a single industry, and if this is an antitrust principle which is 
wrong in this industry the question is, shouldn’t it be more generally 
applicable ? 

Mr. Patman. Well, you have got this one before you, and obviously 
correction is needed. I would love for you to pass this bill, and 
then get on the others, if they are needed. 

Mr. Meaper. Let me ask you this. There are apparently employee 
credit unions in the automobile financing business. 

Mr. Patman. Yes. 

Mr. Meaper. To some extent. It hasn’t appeared in our record 

et. 
: Mr. Parman. They are in it ina big way. 

Mr. Meaper. Would you say that an automobile employee’s credit 
union should be forced to get out of the automobile financing business? 

Mr. Parman. Well, that is a separate proposition. You see credit 
unions have a peculiar—not peculiar, I will say a different kind of 
entity. A credit union is run by its members. It is strictly a demo- 
cratic organization in that the local members have complete control 
over it, and it doesn’t lend itself to affiliation with monopoly or anti- 
monoply or anything else. 

Mr. Meaper. So you wouldn’t object to, say the Ford employees 
credit union, if there is one, engaging in the financing of automobiles 
of its members. 

Mr. Patman. Why I would encourage it because they save a lot 
of interest. You know they have a true rate of one-half of 1 percent, 
and many of the finance companies have a discount rate of 6 percent 
which is 12 percent, and there is a different way of handling it. 

The Cuatrman. Mr. Patman, a credit union is not engaged in the 
manufacture of a car, is it? 

Mr. Parman. No. 

The CuHarrman. The bill is aimed at a manufacturer of cars which is 
also in the financing business. 

Mr. Parman. It is adifferent sort of entity. 

Mr. Meaper. Let me obtain your interpretation of section 2 of 
H.R. 71, Mr. Patman, and I will read it: 

It shall be unlawful for any corporation, its subsidaries, officers or employees 
engaged in the manufacture and sale in interstate and foreign commerce of 
motor vehicles or any person or corporation which acts for or is under the 
control of such corporation to own or maintain any facilities for financing the 
sale at wholesale or retail of motor vehicles manufactured by such corporation 
or to own or maintain any facilities for issuing insurance policies of any kind 


in connection with the sale or purchase of motor vehicles manufactured by such 
corporation. 
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Wouldn’t that clearly prohibit the Ford employees credit union 
from financing automobiles made by the Ford Motor Co. for its 
members ? 

Mr. Patman. I don’t think so. 

Mr. Mraprr. Certainly employees of a motor vehicle corpora- 
tion 

Mr. Parwan. Tf it is held that way, it should be corrected. Our 
committee happens to have jurisdiction over credit unions and we'd 
fix that up pretty soon. 

‘The Cuairman. I would say, Mr. Patman, if by any stretch of the 
imagination, that that result would be envisaged, the committee would 
change the language so as to exclude credit unions that might be com- 
posed of employees of amanufacturmg company. 

Mr. Parstan. Too farfetched. 
~ The Coairman,. Any other questions? 

Mr, McCun.tocu. Yes. I would like to ask one final question. 

Mr. Patman, do you believe that within the framework of existing 
law and well-accepted general principles that the final decision should 
be made upon the basis of how the consumer can be furnished the 
best terms for buying on credit? 

Mr. Parman. You couldn’t answer that just exactly “Yes” or “No.” 

Of course my answer would be “Yes,” if I had to answer it cate- 
gorically. 

But there are some ifs, and, and buts in that. 

Suppose that an outside concern could come into a community and 
temporarily offer better terms. I would be still against the outsiders 
because I know their habits and policies. 

I know what they have done in the past. Assoon as they get charge 
of the market, they go up again, and in that way it would be forcing 
the little man out in that community. The fellow who is making a 
living there, and whose net profits remain at home, and whose profits 
remain in the reserves of the banks, and upon which money is issued 
10 to 1 and more to help the local community is the one that should 
benefit. Income flies overnight to some distant city when outside firms 
are involved, and has a devastating etfect upon the community. That 
should be considered along with interest rates. 

Mr. McCut.ocu. That is right. 

If the evidence should finally show that well over 65 percent of all 
automobile credit financing 1s done by State and National banks and 
independent sales finance companies, would you be of the opinion that 
this resulted from or caused substantial competition for that paper ¢ 

Mr. Parsan. Yes, that causes some competition, but if you don’t 
stop these people they have a great advantage. They have a captive 
market. 

I repeat, they have a captive market, and local people are not in a 
position to compete with them etfectively. 

Mr. McCutiocy. If the share of the market held by GMAC has not 
been increasing since the consent decree of 1952, would you see any 
particular danger in the activities of GMAC; particularly if other 
credit. agencies were financing 65 or 75 percent of all the credit busi- 
ness 1n the automobile field 4 

Mr. Parman. I still see a great danger in this, Judge. 
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Mr. McCuniocu. Even though there has been no increase—— 

Mr. Parman. That is right, even though that is true, because this 
gives them such a wonderful opportunity to have a monopolistic busi- 
ness, to have the advantage of the others. And you don’t believe—I 
know you, I know you don’t believe—in these unfair advantages. 
This gives them what I would consider an unfair monopolistic advan- 
tage in a captive market. 

{r. McCutiocu. But your final conclusion might be based upon 
evidence that goes into the record concerning the costs of credit, the 
amount of credit that is furnished by all other lending agencies other 
than the automobile finance companies. 

Mr. Patrman. Well, that would be persuasive, but I lean toward the 
local man. Iam not advocating or proposing that they charge higher 
rates, and they should be stopped, if they charge extortionate rates. 
We have State laws to handle that, and they will handle it, I am sure. 

I think it helps the community so much more to have business op- 
erated locally and have the profits remain at home.. That is very 
important. | 

We are losing our community life and spirit in America, Judge. 
We are becoming a nation of clerks and hired hands. No decisions 
of great importance are made locally. Decisions are made in distant 
cities. 

That is bad for America, and every time we see something moving 
in that direction to make it worse, we ought to stop it. And I think 
this makes it worse. ; 

The Cuatrman. In answer to the question of the gentleman from 
Ohio, it 1s well to take into consideration the statements made here 
yesterday. ! 

Judge Loevinger, head of the Antitrust Division, speaking for the 
Department of Justice, and Rand Dixon, Chairman of the Federal 
Trade Commission, speaking personally, indicated that the General 
Motors Acceptance Corp. and General Motors have a competitive ad- 
vantage over all other competitors, and in that sense there was a 
throttling of competition. 

Now, is not the real answer that the public is best served where 
there is competition ¢ . 

Mr. Parman. Yes, sir; that is right. 

The Caarrman. Judge Loevinger and Rand Dixon said, also, that 
there would be more competition in these fields if there were a sever- 
ance of General Motors Acceptance Corp. from General Motors. Is 
that not the answer ? 

Mr. Patrman. Yes, sir. 

You know, I see in this something that 1s fundamental, and it affects 
us right here in Congress today. I have never voted, for instance, 
for Federal aid to education. Iam inclined to vote for it now. 

Why ? 

Becnias the moneymaking opportunities have been taken away from 
local people. They are no longer able to support their educational 
institutions like they used to. 

Their profits are flown out every night away from the local bank, 
and local people do not have business opportunities. I feel that it 
works to a great advantage. Take, for instance, a school district. 
It has tangible profits upon which taxes are levied for the payment of 
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bonds that are used to build school buildings and also for the payment 
of teachers. 

Now, who pays the taxes in that school district? The people who 
have that tangible property, the homes, the businesses aad the farms 
and the plantations. These people, a lot of them veterans in particular, 
still owe over 90 percent of the amount of their home purchase. 

And so when they pay taxes, they pay taxes upon what they owe 
more than what they own. 

And that is the hardest tax on earth. 

Now, the local taxes on school districts have become prohibitive in 
many areas of our country. Our experts are telling us that we have 
got to double the amount of money in the next 10 years that we will 
need to properly educate the boys and girls. If that is correct—if you 
double the rates in these school districts—the States will own the land. 

People will not own it; they will not pay the taxes on it. They can- 
not. It is prohibitive, and nobody will hae it because the taxes would 
have to be paid. | 

This is in the direction of socialism. 

Now, then, if we restore resources to the local communities instead 
of taking business vad aes away from them, then they will have 
money to take care of their educational needs. The same thing goes for 
other things. And I think that is a big factor in community life. 

Mr. McCuttocn. Mr. Chairman, I would like to say this with re- 
spect to the very helpful statement of Judge Loevinger yesterday. It 
was helpful. I think it was a very well prepared statement. 

I was particularly struck, however, by the paragraph in Jud 
Loevinger’s statement that listed the total by percentages, of the credit 
furnished by the independent sales finance companies and GMAC. 
The credit furnished by the banks was left out or omitted from the 
statement. I see from a separate statement that is before me this 
morning that State and National banks, as of the end of 1959, were 
providing between 45 and 50 percent of all the credit extended for the 
purchase of automobiles in America. 

Therefore, Mr. Chairman, when we attempt to arrive at conclusions, 
we should, if we want to arrive at a logical conclusion, have all the 
facts in the record. I hope that the fact about the amount of credit 
extended by the banks will go into the record. 

I come from a town of 20,000 in Ohio. There is competition for 
rare paper in my town. I think it is typical of every town in 

hio. 

I will not attempt to speak for other places. We have two national 
rear which compete for that paper. GMAC, I presume, competes 
or it. 

And we have at least three, possibly four or five independent sale 
finance companies that compete for that business. 

Mr. Meaper. Do you have any credit unions? 

Mr. McCurzocu. Yes; we have several credit unions, and they, of 
course, finance from time to time the purchases of the employees 
within their respective companies. 

Therefore, I would like to know the particular places in America 
where there is not real, present competition for this business, 

Mr. Patman. May I comment on your statement, Judge? 

Now, you state that the banks have 45 percent of this paper. Of 
course, they are the people who are independent. They are not sub- 
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ject to this influence of the big manufacturers. They can make their 
own arrangements with their local banks. Some of this paper pos- 
sibly comes through these large finance companies, I don’t know. 

I don’t know whether that 45 percent is the independent customers 
or not, but I will assume that it 1s. 

But now, what about the lower income groups? They are the ones 
this will affect most, and they will be the hardest hit by it, because 
they will have to patronize these dealers who were brought into being 
by the automobile manufacturer. 

There is where the captive market comes in. You see, they have 
to deal with them. 

Now, the person who has a little money and credit, he can go to 
the bank. He can make his own deal and get a better deal, a much 
better deal. 

That is the reason they go to the banks and the credit unions in 
particular, because they make a better deal. But it is those who can- 
not do this who are the captives. 

Mr. McCutiocn. Yes. Well, Mr. Chairman, I am sure that my 
good friend, Mr. Patman, knows that State and National banks are 
extending credit on chattel mortgages to people in every segment 
of our society, and I am sure he knows from the statistics that weekly 
come over his desk, both in the Small Business Committee and as 
Chairman of the Joint Committee on—what is it? 

Mr. Patman. The Joint Economic Committee. 

Mr. McCutziocn. The Joint Economic Committee—knows that 
banks compete for the business of the worker. And one of the tests 
back in Ohio, agau is, is he employed and is his credit reasonably 
good. That is the same criteria that is applied in most if not all in- 
stances, and if it is not, it should be, by the independent sales finance 
companies. 

. Parman. I want to warn you against being too optimistic 
about what the banks are doing in this field, particularly in the field 
of chattel mortgages and as api out on individual loans. I do not 
See it just exactly that way. I see them drawing in their horns, so to 
speak, and turning more toward long-term securities including tax- 
exempt bonds. 

I do not object to banks holding a fair amount of Government se- 
curities as a secondary reserve, but to go into the business of being a 
(sovernment bond broker is another matter. They are using money 
that is created upon their books that doesn’t cost them a penny. It 
1s manufactured money to buy long-term bonds and particularly tax- 
exempt bonds. When they get the income from this poor fellow who 
has to pay taxes on what he owes, and they themselves do not have 
to pay taxes on some of their income, it is going a little bit too far. 
And they are doing that more than they are getting into this small- 
sized borrowing paper that you are talking about, Judge. 

Mr. McCciiocn. Mr. Chairman, that has not been my personal ex- 
perience. As a matter of fact, Government securities are not tax 
exenipt. 

Mr. Parman. No. I am talking about the municipals as they call 
them. 

Mr. McCuniocn. Yes; and I am going to get to that, because there 
is information on that, too. Iam not sure that the record shows that 
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the banks, big or little, are increasing their portfolio in municipal 
investments at this time or for the last 6 months. , 

Mr. Patman. Get the Federal Reserve reports and you will find 
that they hold $17 billion in tax-exempt securities. at is about 
a third or a fourth of all tax-exempt securities. 

Mr. McCunziocu. And they properly hold tax-exempt securities, 

nee Patman. And they have increased substantially the last 6 

months. 
- Mr. McCuiiocu. And further, and I shall not pursue it. after this 
statement, I think that my good friend will find that there is a very 
‘decided and constant increase in the amount of money State and 
National banks are putting into the financing of automobile pur- 
chases—— 

Mr. Parman. That is all for the good. 

Mr. McCutxocn. Both new andold. Yes; weagree then. 

Mr. Parman. Especially if it is an independently owned unit. bank, 
‘not a branch or holding company bank. | 

Mr. Meaper. Mr. Pana because of your long service on the 
Banking and Curreney Committee of the House, your familiarity with 
banking legislation, 1 would like to ask you about a point that has 
been raised in a statement which will be presented later this morning, 
only because I want to take advantage of your presence. 

It is suggested that in the Bank Holding Company Act of 1956 there 
was a specific exemption of financing affiliates, and the policy of that. 
legislation is to permit formation of subsidiary corporations for con- 
ducting and implementing the natura] and legitimate financial activi- 
ties related to a corporation’s business. 

Now, have I correctly under the policies—— 

The Cuamman. You did not read the whole statement, Mr. Meader. 
You are speaking of the statement of Mr. Donner, are you not? 

Mr. Meaper. That is right. 

The CHarrman. On a certain page—— 

Mr. Meanper. I will read the whole statement. 

The Cuatrman. Mr: Donner refers also to the Celler-Kefauver Act 
in that regard. I think perhaps you ought to get the whole matter in 
context. | 

Mr. Mraper. I will just read page 26 of Mr. Donner’s statement 
and ask for your comments on that. If it is inaccurate, because of 
your familiarity with banking legislation, I would like to have your 
statement. 

Mr. Patman. Isthat the Holding Company Act of 1956? 

The CuatrMan. He refers to other acts, too. 

Mr. Mraper (reading) : 

With respect to legislative precedent, it has been the consistent position of 
Congress to permit companies to form subsidiary concerns as a means of coir 
ducting normal business affairs and appropriate related activities. In enactug 
section 7 of the Clayton Antitrust Act in 1914, Congress specifically provided: 

“Nor shall anything contained in this section prevent a corporation engi 
in commerce from causing the formation of subsidiary corporatious for the 
actnal earrying on of their immediate lawful business, or the natural ond 
legitimate branches or extensions thereof, or from owning and holding all ot a 
part of the stock of such subsidiary corporations, when the effect ef sucb 
formation is not to substantially lessen competition.” 


Siguificantly, when Congress amended section 7 of the Clayton Act by the 
Antimerger Act of December 20, 1950—— 
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The Cuarrman. Call it the Celler-Kefauver Act. 

Mr. Meaper. This paragraph is left intact : 

Of equal significance is the fact that in 1956 the 84th Congress, in enacting 
the Bank Holding Company Act, specifically recognized the reasonableness, if 
not the necessity, of permitting industrial concerns to own or contrel banks 
wperated as aids to the main business of the companies. 

Thus, in the broad declaration of the policies stated in 1914, and reaffirmed 
in 1:50 and in the specific exemption of financing affiliates in the Bank Hold- 
ing Colmpany Act of 1956, Congress has consistently maintained that the forma- 
tion of subsidiary corporations for conducting and implementing natural and 
legitimate tinancial activities relating to a corporation’s business is appropriate 
and desirable. a8 

The Ciaimsan. Before you answer that, Mr. Patman, since the 
Celler-Kefauver Act was mentioned, I want to make a comment. I 
happen to know something about the formulation of the Celler- 
Kefauver Act which was mentioned by Mr. Donner in his statement 
on page 26, and significantly these words were included— 


when the effect of such formation is not to substantially lessen competition. 


That term was also contained in the old act, section 7. It is signifi- 
cant that we maintained those phrases. Now, the history of General 
Motors Acceptance Corp. as a subsidiary of General Motors clear! 
indicates that there has been substantial lessening of competition. it 
is indicated by the fact that they were indicted and convicted for 
violation of the antitrust laws and for substantially lessening of com- 
petition. And there have been other cases in the Fedearl Trade Com- 
mission and in the Department of Justice. Proceedings are now 
pending in other cases involving the General Motors Corp. where 
there were charges of substantially lessening competition. 

Now, certainly, there was no intention by the authors of the Celler- 
Kefauver Act. to grant corporate immunity by allowing a parent com- 
pany to violate the antitrust laws through its subsidiary. Yet this is 
exactly what is being done now. General Motors and the General 
Motors Acceptance Corp. are, in my humble opinion, violating the 
antitrust laws, notwithstanding that there was never any intention 
to give them immunity from the antitrust laws or the Celler-Kefauver 
Act when we amended section 7 of the Clayton Act. 

IT can say that because while I may not be deemed an expert, at least 
T was the author of the bill and prepared the majority report. I know 
exactly what the intention of the committee was when it presented the 
bill to Congress. 

Now vou can answer If you wish. 

Mr. Patan. It answers itself. Now, what was read there doesn’t 
mean Very much insofar as consideration of the present problem 1s 
concerned when you add the phrase, “when the effect of such formation 
Is not to substantially lessen competition.” You see, that is safe- 
eusarding the public interest. | 

Mr. Meaper. You are reading from the original Clayton Act of 
Itt, which was left untouched by the Celler-Kefauver Act. 

Mr. Parwan. Well, I know, but the fact that the Congress does not 
touch it does not mean that they are affirmatively approving it. It 
just means that they did not. pass on it at the time. Now, if the Con- 
press took this up and was passing on whether or not it should be 
repented, and they failed to repeal it. why, of course, the gentlemen 
would have something to indicate that Congress was in favor of it. 
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But when it has never been presented as an issue, I do not think 
you can say the Congress affirmatively approved it when Congress did 
not pass on it at all except in 1914 when we were living in an entirely 
different world to what we are living in today. 

Mr. Meaper. I respectfully suggest to my colleague that you are 
talking about the Clayton Act and the Celler-Kefauver Act and not 
talking about the Bank Holding Act—— 

Me Parscair Well, I am not in favor of this anyway because it 

rmits branch banks and branch organizations and destruction of 
focal communities. I have spent my entire life fighting that, you know. 

Mr. Meaper. You mean you oppose that provision in the Bank Hold- 
ing Act of 1956? 

Mr. Patman. I do not even know that it came up. Congress had 
so many snakes dug up to kill in that bill that I do not think this was 
even mentioned. I doubt that it was. 

The Cuarrman. Allow aclarification by these questions that counsel 
wants to put. 

Mr. Materz. Mr. Chairman ? 

' Mr. Patman, is it not a fact that one of the major purposes of the 
Bank Holding Company Act was to require the divorcement—— 

Mr. Patman. That is right. 

Mr. Materz. By bank holding companies, of businesses extraneous 
to banking within 2 years after its enactment ? 

Mr. Parman. That is right. Transamerica was an outstanding 
example. 

Mr. Matetz. And is it not correct that the principle effect in this 
area of the Bank Holding Company Act was to divorce the Occidental 
Life Insurance Co. from ownership by the Transamerica Corp.? 

Mr. Patrman. Yes, sir. 

Mr. Maerz. Now, in that context, is not the Bank Holding Com- 
pany Act a precedent for this very bill ? 

r. Parman. I would consider it so. If you want to consider what 
the Banking and Currency Committee did in the Congress on that, I 
think it is in the direction you are going now. 

The CHarrman. Thank you very much, Mr. Patman. 

Mr. Patman. Thank you, gentlemen. 

The CHarrMan. We are always grateful to you for your appear- 
ances before us. 

Mr. Patman. Thank you, Mr. Chairman. 

(Mr. Patman’s prepared statement follows :) 


STATEMENT OF REPRESENTATIVE WRIGHT PATMAN, DEMOCRAT, OF TEXAS, BrFore 
THE HOUSE JUDICIARY ANTITRUST SUBCOMMITTEE ON H.R. 71 


Mr. Chairman, I think this is a good bill because it will restrain monopolistic 
practices and permit continued survival of locally owned business institutions 
in our Nation's communities. 

One of the country’s biggest problems is the weakening and even the destruc 
tion of the economies of our local communities. This practice of permitting 
automobile manufacturers to own and control the financing of the product ther 
manufacture is further evidence of the fact that the Main Streets in the com- 
munities of our Nation are being run by Wall Street. It is further destruction 
of free competition in private enterprise and must be halted if the smaller com- 
munities of our country are to have vigorous and prosperous economies to sr 
port the daily needs of community life. A continuation of the present practice 
will probably result only in a great clamor and demand from our cities for 
further Federal aid. 
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BANKERS SILENT 


We have been depending upon our commercial banking institutions to supply 
the financial lifeblood needed by our communities. We have looked to them 
as the source of funds to supply our business and personal needs. 

Now it is time to see whether they have acted with vision for the future and 
in the public interest of the communities they are intended to serve or whether 
their actions are based on short-sightedness and the lust and greed of the mo- 
ment. I am afraid the testimony heavily favors the latter. 

I understand that the committee has had some correspondence from individual 
banks, and that most of them favor passage of H.R. 71 while a few are opposed, 
vdut that none of them thus far has offered to testify. 

But I am stunned to learn that not one word has been heard from either the 
American Bankers Association or the Independent Bankers Association. I am 
amazed that these big associations that represent the banking institutions of 
our entire Nation are not here in wholesale numbers clamoring for passage of 
this legislation. If the top-ranking officers of these powerful and influential 
associations cannot foresee the crippling effects of monopolistic combinations on 
the health of the economy, they should be here in numbers demanding approval 
of this bill for the selfish protection of their own institutions. Banks are or- 
ganized and operated to make profits, of course, but they also are chartered and 
permitted to exist to serve the public in their local communities. I am con- 
cerned that too many banks no longer fully perform this public service but in- 
vest their resources in Government obligations and other securities far from 
their local areas. 

The bleeding of funds from local banks and from local finance companies also 
dleeds the communities of the revenues they need to grow and prosper. It is 
one of the factors that is drying up normal community life. 

It is not just an invitation for further aid to local areas, it is a case of forcing 
the Federal Government with a vengeance to take all local opportunity away 
from communities and supply further assistance in such services as old-age 
pensions, depressed area assistance, aid to education, and whatever else local 
governinents no longer have the financial sustenance to provide themselves. 
Onur economy tends to veer more in that direction continuously. I hope the 
Congress will act to stem this trend and help local communities retain their 
profitable businesses so they can take care of, if possible, their local obligations 
to education, etc. 

Finally, Mr. Chairman, I want to make it clear that I am not addressing my 
remarks toward any single automobile manufacturing company. I don’t want 
anv of them to enjoy this monopolistic manufacturing-financing “sacred cow” 
privilege. 

The CHamman. There is a brief statement to be read by the repre- 
sentative of Senator Estes Kefauver. 

Mr. Fensterwald, will you come forward ? 

Mr. Fensterwald is the staff director of the Senate Antitrust Sub- 


committee. 


STATEMENT OF HON. ESTES KEFAUVER, A U.S. SENATOR FROM THE 
STATE OF TENNESSEE, PRESENTED BY BERNARD FENSTERWALD, 
JR., STAFF DIRECTOR, SENATE ANTITRUST AND MONOPOLY SUB- 
COMMITTEE OF THE COMMITTEE ON THE JUDICIARY 


Mr. Fensrerwaup. Thank you, Mr. Chairman. 

Senator Kefauver wanted to apologize for not being here this morn- 
ing. Would you like me to read this or just put it into the record ? 

The Cuamman. You might submit it for the record. 

Mr. Fensrerwawp. All right, thank you. 

(The statement referred to is as follows:) 


STATEMENT BY SENATOR ESTES KEFAUVER 


I am very happy to have the opportunity today to comment on legislation to 
prevent automobile manufacturers from financing and insuring the sale of their 
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products. I have introduced a companion bill in the Senate (S. 1982): to the 
same purpose. | 

I am familiar with the situation in this field because the subcommittee of 
which I am chairman has held hearings in the past three Congresses which 
have revealed the great need for this type of legislation. I do not believe I 
need, therefore, repeat in any great detail the reasons why automobile manu- 
facturers should be divested of their financing and insuring outlets. The argu- 
ments remain the same and indeed are reinforced with the passage of time. 

More than two decades ago the antitrust approach was applied to the solution 
of the problem of control of automobile financing. In May 1938, General Mo- 
tors, Ford, and Chrysler were indicted under the Sherman Act for alleged 
coercion of their dealers to finance car sales through manufacturer-owned 
finance firms. Civil cases also were filed seeking divestiture of the finance busi- 
nesses from each company. Chrysler and Ford consented to divestiture of their 
finance firms and the criminal cases against them were dismissed. 

General Motors went to trial in the criminal case in 1939 and was convicted 
and fined. Its civil case was finally settled by consent decree in 1952. How- 
ever, the decree permitted General Motors and General Motors Acceptance Corp. 
to remain affiliated. Consequently, instead of freeing the industry from mo- 
nopolistic control, the largest company was left with a stronger power than it 
had previously enjoyed. Ford went to court to ask for relief, and a court 
‘decision provided Ford and Chrysler the opportunity to enter the financing field 
again. 

Ford has been operating its own financing firm since 1959. If Chrysler fol- 
lows, and if Ford and Chrysler are as successful as General Motors in their 
financing activities, we may well be back where we started in 1938, in spite of 
many years of litigation under existing antitrust laws. This would also put the 
remaining two auto manufacturers—American Motors and Studebaker-Pack- 
ard—under a severe handicap. Manufacturers who have their own financing 
subsidiaries have an unfair competitive advantage over those who do not. 

With two of the Big Three automakers financing their own car sales, independ- 
ent financing companies—as well as banks involved in auto financing—would be 
excluded from all but a small share of the new car financing field. As concen- 
tration increases in the financing fleld, many of these independent financing 
firms will be forced out of business and others will be badly hurt. 

Since the 1938 indictments did not permit the Government to obtain effective 
relief, I believe that specific legislation is now the best solution for this problem. 
The members of my subcommittee will be watching the progress of H.R. 71 with 
great interest. When this bill is approved by the House, as I hope and expect. 
I can assure you that the Antitrust and Monopoly Subcommittee will take it up 
for prompt consideration. 


The Cuatrman. Thank you very much. 
Thank the Senator for us. 


Mr. FeENstrerwap. I will do that. 

The CuarrRMAN. Our next witness is Mr. Charles G. Stradella, 
chairman of the board of the General Motors Acceptance Corp. 

Mr. Stradella, will you identify the gentleman on your right? 

Mr. StrapeLua. Mr. A. F. Power, the general counsel for GMAC 


and MIC. 


STATEMENT OF CHARLES G. STRADELLA, CHAIRMAN OF THE 
BOARD, GENERAL MOTORS ACCEPTANCE CORP., ACCOMPANIED 
BY A. F. POWER, GENERAL COUNSEL, GMAC AND MIC 


Mr. Chairman and gentlemen, my name 1s Charles G. Stradella. 
I am chairman of the board and chief executive officer of General 
Motors Acceptance Corp., a wholly owned subsidiary of General 
Motors Corp., organized in 1919 ander the banking laws of the State 
of New York. 

Motors Insurance Corp. is a wholly owned subsidiary of General 
Motors Acceptance Corp. This subsidiary was organized in 1939 
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under the insurance laws of the State of New York and over a period. 
of time took over the physical damage insurance business of a fociiee 
General Motors Corp. . subsidiary—General Exchange Insurance 
Corp., organized in 1925. The latter was merged with Motors Insur- 
ance Corp. in 1960 with Motors Insurance Corp. becoming the sur- 
viving company. | 

With me is Mr. A. F. Power, general counsel of GMAC and MIC. 

The Cuamman. What is MIC? 

Mr. Srrapetia. Motors Insurance Corp., a wholly owned subsidi- 
ary of GMAC. 

SECTION I. PURPOSE OF STATEMENT 


The purpose of this statement is to describe accurately for the com- 
mittea the business activities of GMAC and MIC: the relationships 
of GMAC, it subsidiary MIC, and General Motors Corp.; what the 
relationships encompass and what thev do not; and to clear up a num- 
ber of incorrect and misleading statements concerning these activities 
and relationships. 

These statements have been made in connection with the bill under 
consideration, H.R. 71, and with similar bills such as 8. 838 and 8. 839 
introduced in the previous Congress. They have appeared in mate- 
rial published by supporters of this and similar bills as well as in 
testiuony before the Senate Subcommittee on Antitrust and Monop- 
oly in 1959 at the time of its hearings on S. 858 and 8. 839. 

I: would appear that inaccurate information has also been fur- 
nished to some members of your committee. The major source of 
such material would seem to be the American Finance Conference 
and its spokesmen. 

In order to set the factual situation in accurate perspective, we are 
submitting the following statement. 


SECTION II, THE BUSINESS OF GMAC AND MIC 


This section describes the business of GMAC and MIC and the par- 
ticipation of GMAC in the automobile finance business, The latter 
has heen the subject. of considerable misinterpretat ion. 

(GMAC facilitates the movement of General Motors products to 
¢seneril Motors dealers and their customers by offering (1) to finance 
the distribution of new products to such General Motors dealers for 
resale (wholesale financing) and (2) to finance General Motors deal- 
ers instillment. sales of new and used products to retail customers (re- 
tail hnuncing). 

(7MAC conducts its operations through more than 10,000 emplovees 
operating 320 branches, of which 276 are in the United States and 44 
are in 10 other countries. Its facilities in the United States are 
narionwide, 

It competes with commercial banks, sales finance companies, credit 
un:ons and any others engaged in similar activities. 

sa direct adjunct of its financing service, GMAC makes available 
greiup creditor life insurance and group creditor disability insurance, 
borh of which GMAC is willing to finance. These two kinds of in- 
snrance are provided by the Prudential Insurance Co. and are offered 
bw CrMAC at the same premium costs paid by GMAC to Prudential. 
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These coverages are optional and not a requirement of the GMAC 
time sales contract. 

Mr. Mauerz. Mr. Stradella, at any time has GMAC had any ar- 
rangement with Prudential Insurance Co. to obtain a refund from 
Prudential ? 

Mr. Srrape.ia. There is an ee whereby if the experi- 
ence is better than anticipated, there is a refund, yes. 

Mr. Matetz. When was that arrangement entered into? 7 

Mr. Srrapeuia. I think it was in the original, when the original 
contract was entered into. 

Mr. Maerz. When was that, sir ? 

Mr. SrrapEtia. I can’t recall. 

Mr. Maerz. About how many years ago? 

Mr. Srrapetia. Oh, I would say it was a good 15 years ago. 

Mr. Maerz. And that arrangement is still in effect ? 

Mr. Strapetua. That arrangement is still] in effect, yes. 

Mr. Maerz. And approximately how much does GMAC receive 
from Prudential each year by way of refund or rebate ? 

_ Mr. Srrapetia. It varies. For example, the loss experience this 
last year was approximately 93 percent of the premiums at that time. 

Mr. McCuttocn. Mr. Chairman, I would like to ask a question at 
this point. 

Is this arrangement available to other automobile financing com- 
panies and to commercial banks ? 

Mr. Strapetia. From the Prudential, you mean ? 

Mr. Materz. Yes. 

Mr. Srrapeua. I don’t know. 

Mr. Matertz. This arrangement is a private arrangement between 
Prudential and GMAC? 

Mr. StrapDELua. Yes. 

I should think anyone else could get it. 

The CHarrmMan. Let us find out about this. 

Mr. McCuttocn. Yes; I think that is important. I would like to 
get that for the record. 

Mr. SrravEtia. I think we can find that out from the Prudential. 
I would be surprised if it were not available to others. 

Mr. Materz. May I ask, Mr. Stradella, approximately how much 
by way of rebate did GMAC obtain from Prudential last year? 

Mr. Strapewua. Last year was $974,000. 

Mr. Maerz. Could you supply for the record the amount of rebate 
obtained by GMAC from Prudential for each year since the arrange- 
ment was entered into? 

Mr. Strapeuia. Yes. 

Mr. Matetz. Was this a written arrangement? 

Mr. SrrapEtia. Not having anything to do with it directly, I don’t 
know, but there is a contract. 

Mr. Matetz. Yes, sir. 

Mr. Stravetia. Now, whether the contract includes this experience 
refund in itself or whether it is a separate document, I do not know. 

Wecan give you that. 

(The information referred to appears at pp. 569-580.) 

Mr. Maerz. Would you recall, Mr. Stradella, off-hand, how much 
iran anes from Prudential by the way of rebate in the year 

ore last 
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Mr. Srrapeuia. I think we have it. 

Mr. Matetz. Or possibly that gentleman could read the figures 
into the record for each year since the arrangement was entered into? 

Mr. Strraveuia. If he has got them, I will read them. 

Yes, I will give you them. 

For what years would you like? 

This also goes back and indicates the answer to one previous ques- 
tion. It started in 1942. Now would you like them from 1942? 

Mr. Maerz. Yes, if you would. 

Mr. StTRaDELLA. 1942 the dividends were $1,581. 

The CuarrMAn. What was that amount ? 

Mr. Srrapetua. $1,581. 

Mr. Rogers. Dividends or refunds ? 

Mr. STRADELLA. We refer to it as dividends. 

It is an experience refund, that really is what it is. It is an ex- 
perience refund. 

In 1943, $4,030; 1944, nothing; in 1945, $260; 1946, $4,823. 

I should point out that the volume of premiums in those years 
was very low: 1947, $12,000; 1948, $30,000; 1949, $119,000. 

The CHAIRMAN. How much ? 

Mr. Srrapetxa. $119,000. In 1950, $953,000; 1951, $1,389,000; 1952, 
$1,445,000; 1953, $2,222,000; 1954, $2,989,000; 1955, $3,535,000; 1956, 
$2,788,000; 1957, $2,795,000; 1958, $1,261,000; 1959, $936,000. 

And for 1960, the figure which I have just given you, $974,000, in- 
cludes an interest payment which has nothing to do with the expe- 
rience refund. 

The actual experience refund for 1960 is $659,000. 

There is an interest adjustment which we receive because we pay 
premiums in advance, and we get an interest credit on the prepay- 
ment of premiums that has nothing to do with it. 

(On June 26, 1961, General Motors supplemented the record as 
follows:) 

On page 381 of the transcript Mr. Stradella quoted the annual insurance 
dividends received by GMAC from the Prudential Life Insurance Co. during 
the years 1947 to 1960, inclusive. Some of the figures were transcribed in round 
numbers and some of them were transcribed correct to the nearest dollar. In 
order for the figures to be consistent with each other it is necessary that all 
of the quoted dividends be rounded to the nearest thousands of dollars as indi- 
cated by the pencil corrections on page 381. More importantly, however, Mr. 
Stradella was quoting from a listing of dividend payments handed to him at 
his request during the hearing, and while it is true the dividends by years for 
the entire 19-year period 1942 to 1960, total $21,144,000, all of such amount 
did not accrue to the benefit of GMAC. Premiums earned by Prudential on 
the GMAC policy since its inception amounted to $137,1038,000; however, charges 
collected by GMAC from customers for insurance coverage through 1960 totaled 
only $129,921,000, a difference of $7,182,000, due principally to the fact that for 
an extended period GMAC’s charge to the customer was approximately 10 per- 
cent lower than Prudential’s premium charge to GMAC. This difference of 
$7,182,000 must be deducted from the gross dividends of $21,144,000, leaving a 
net amount of $13,962,000. 

The CHarrman. What is that total that you just gave us? 

Mr. Srrape.ia. The total over what period of time? 

From 1942? $21,144,000. 

The CHarrman. Total from 1942 to 1960, inclusive, is $21,144,000? 

Mr. Strapvevua. Yes. 
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(Subsequently, by letter dated June 26, 1961, General Motors sup- 
plemented the record as follows :) - 

In the interest of accuracy the record should be clarified on this point on 
page 382 of the transcript to indicate that the amount of $13,962,000 accrued 
to the benefit of GMAC instead of $21,144,000, exclusive of expenses in administer- 
ing the program. 

The CuHarrman. The General Motors Acceptance Corp. got that 
from the Prudential Life Insurance Co. in the form of rebates ? 

Mr. Strapentua. That is right, on a premium volume of $137 million. 

The CuarrMan. Out of a premium of $137 million ? 

Mr. Strapeutia. Thats right. 

Mr. McCcuytocu. Mr. Chairman, would that premium volume be 
broken down by year? 

Mr. Srrapriia. Yes, it would, and, of course, as the experience 
refund became larger the volume, of course, was much larger. It 
currently is running at the rate of about $18 million a year. 

The Cuamman,. This money, this $21,144,000 becomes profit to the 
General Motors Acceptance Corp. ? 

Mr. Strapetta. Before we allocate any expenses. We do a great 
deal of work in connection with this group life insurance. We handle 
it all, all the paperwork, niake the settlements and so forth. 

The CHarrMan. But the money goes into the general treasury? 

Mr. SrrapELuLa. It goes into our general treasury, that is right. 

The Crrairman. Like any other funds that come in? 

Mr. Strapetia. That is correct, gross, but we have expense in con- 
nection with it which is not charged against the $21 million. 

Mr. Rocers. Mr. Chairman, may I ask the witness a question ? 

Do I understand that this refund is a result of business that was 
channeled to Prudential under this contract that you have with it? 

Mr. StRADELLA. Correct. 

Mr. Rocers. And it was paid by those who borrowed from GMAC— 
they paid the premium ? 

Mr. Strapetta. They paid the premium. 

Mr. Rocers. They paid it direct to you and you in turn transmitted 
it to Prudential and then when Prudential didn’t have the Joss they 
rebated a certain amount? 

Mr. Strapentia. That is right. 

Mr. Rocers. And that is the arrangement. Was there any expense 
in connection with the actual selling of this policy charged to GMAC? 

Mr. Srrapetia. There is the expense, of course, of writing the cer- 
tificate under the policy, sending it to the customer, settling the claims, 
a doing the accounting involved in collecting the premiums to some 

erree. 

Mr. Rocers. Did GMAC then have any arrangements with the peo- 

Mr. Srrapetra. Al] of those expenses were absorbed by GMAC. 

Mr. Rogers. GMAC? 

Mr. StrapeEtia. That is right. 

Mr. Rogers. Did GM.AC pay that rate to Prudential ? 
ple that took out. these policies, so that they would get refunds? 

Mr. Srrapeiia. No, none whatsoever, but what we do do, if experi- 
ence happens to get better, which it has as you can see at certain times 
in the past, we have asked the Prudential to adjust the premium rate 
downward. 
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Now, that premium, if my recollection serves me correctly at one 
time was as high as 50-some-odd cents. Actually it aie out in 
1942 at 75 cents, and it has gone down to 65 cents, 55 cents, and then 
50 cents. Currently the rate is 57.7 cents. That is based on per 
$1,000 outstanding. 

(Subsequently, General Motors by letter of June 26, 1961, supple- 
mented the record as follows:) 

At line 19 on page 384 of the transcript Mr. Stradella made the following 
statement: 

“Actually it started out in 1942 at 75 cents, and it has gone down to 65 cents, 
od cents, and then 50 cents.” 

While we appreciate that Mr. Stradella was merely describing the periodic 
fluctuations in the insurance preminum rate paid by GMAC during the period 
from 1942 to the present, we are concerned that a reader might erroneously 
construe this statement as indicating that the current premium rate is 50 cents 
per $1,000 outstanding. Accordingly, we request that the phrase “Currently 
the rate is 57.7 cents” be added to the record in the manner indicated on page 
384 of the attached transcript. 

Mr. Rocers. Well, suppose that I bought a General Motors product 
from a General Motors dealer and had to finance, say, a thousand dol- 
lars of it, and I did it through your setup, through General Motors 
Acceptance Corp. 

Would I be required to purchase insurance on the automobile that 
T gave the chattel mortgage to vou on? 

Mr. SrrapvE.ua. Not this credit insurance, no. 

You would be required to have physical damage insurance on the 
car. 

Mr. Rocers. Physical damage? 

Mr. Strapevia. But not this. This is your option. 

Mr. Rocers. This is just the option ? 

Mr. StrapELua. Your option, whether you want it. 

Mr. Rogers. Do you also have separate insurance by a separate cor- 
poration as to the physical damage? 

as STRADELLA. That is the Motors Insurance Corp. of which I 

oke. 
acre Rocers. So all of this is more or less a group life insurance? 

Mr. Srrape.xia. Group creditor life insurance is what. it is called. 

Mr. McCctiocn. Will the gentleman yield ? 

Mr. Rocers. Yes. 

Mr. McCcuttocn. I note, Mr. Stradella, that you said the credit hfe 
insurance was at the option of the buyer. 

Mr. StraveEtia. Of the buyer. 

Mr. McCuttocnu. Or the borrower. 

Could you tell us what percentage of total contracts, for instance 
last year, were covered by credit life insurance? 

Mr. Srrapetua. 90 percent. Now, of course, it would be higher 
in that you don’t cover corporations. I would like to put this in the 
record, the premiums earned by years, since you have the refunds by 
years, which, as I said, totaled $137,102,780. 

By years the premiums: 1942, $21.270; 1943, $16,742: 1944, $8,205 ; 
1945, $5,816; 1946, $7,144; 1947, $35,013; 1948, $71,686; 1949, $274,107; 
1950, $2,662,946 ; 1951, $5,056,438; 1952, $5,995,138; 1953, $9,003,935 ; 
1954, $11,789,583; 1955, $14,049,896 : 1956, $17,234,563; 1957, $17,962,- 
298: 1958, $17,676,344; 1959, $16,488,481; 1960, $18,743,175. 
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(Subsequently on June 26, 1961, General Motors supplemented the 
record as follows :) 

On pages 386 and 387 of the transcript Mr. Stradella cited the annual group 
creditor life insurance premiums which GMAC had paid to the Prudential Life 
Insurance Co. from 1942 to 1960 inclusive. Some of the figures were transcribed 
in round numbers and some of them were transcribed to the nearest dollar. 
In order that the figures will be consistent with each other and in order that their 
sum will equal the quoted total, we request that the figures be corrected to the 
nearest dollar. 

Opposite the quoted premiums we have inserted black-pencil corrections which, 
upon rechecking, we have discovered to actually represent the correct premiums 
paid to the Prudential Life Insurance Co. during the period from 1942 to 1960. 
If it is possible to do so, we would appreciate the incorporation of the black- 
pencil changes into the printed record instead of the transcribed and red-pencil 
changes. Acceptance of the black-pencil changes will require correction to the 
total of the premium payments as set forth on line 2 of page 388 of the transcript 

The CHarMan. Just give us the total] of premiums. 

Mr. StrapDE.ua. $137,102,780. 

(See supplemental material at pp. 569-580.) 

The CuarrMan. Give us the total of rebates. 

Mr. Srrapevia. The rebates, $21 million 

The Cuarmman. Is not the rebate then 15 percent? 

Mr. StrapELua. Approximately 15 percent. 

The CHarrman. In other words, you gained 15 percent of the total 
amount of premiums paid by the car purchaser ? 

Mr. StravEtia. Before allocating any expenses. 

The Cuamman. Before any other expenses, you get the 15 percent. 
What do the expenses amount to? 

Mr. STRADELLA. We do not actually keep track and allocate. 

The Cuamman. Because they are very small, are they not ? 

Mr. Srrapevia. They are part and parcel of the whole system of 
handling a retail contract. 

The CHarrMan. Do you tell the purchaser of a car that you get this 
rebate from the Prudential Life Insurance Co. ? 

Mr. SrrRaDELLA. No, we do not. 

The CuarrmMAn. Why do you not? 

Mr. StrapELua. We do not know that it would serve any purpose. 

The CuHarrmMan. Why would it not serve a purpose? Why should 
there be hidden from the car owner the fact that you are making 15 
percent of his premium # 

Mr. Srrapetxa. I do not think there is any reason for hiding it, of 
course. 

The CHarrman. One more question. In other words, if the rates 
of the Prudential Insurance Co. are increased for some reason or an- 
other, that means your rebate would be increased, would it not? 

Mr. Srrapetua. Depending upon the experience. The rebate 13 
entirely dependent upon the experience. 

The CHamman. Have you got a copy of the arrangement you make 
with the car purchaser a ae there is indicated this contract that you 
have with the Prudential Life Insurance Co. 

Mr. Strapeita. We have a copy of it. 

The CHamman, Can you give us the form of the contract? 

hin STRADELLA. We can give you the form of the certificate, cer- 
tainly. 
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The Cuamman. Will you submit the form of the contract you use. 

(The information referred to appears at pp. 571, 594, and 618.) 

Mr. SrrapDE.ua. Yes. 

The Cuamman. Mr. McCulloch. 

Mr. McCutxiocu. Mr. Chairman, I would like to have for the record 
if possible, and I suggest that it be requested, a copy of the original 
arrangement GMAC had with Prudential. 

(The information referred to appears at p. 594.) 

The CuarmMan. Will you supply that, sir? 

Mr. Srrapetia. Yes, indeed. 

Mr. McCuxiocu. I have a few more questions in this regard. Is 
this insurance available to independent finance companies? 

Mr. Strapetia. From the Prudential, you mean ? 

Mr. McCutiocu. Yes. 

Mr. StrapE.ua. I do not know. I should think so. I would think 
so. I would think they would be very glad to get it. They write a 
great deal of it. 

Mr. McCu.tiocu. Your former answer probably answers this ques- 
tion. Would you know whether their premiums were all the same, 
that is at the same rate for all such credit insurance, or would it de- 
pend upon the number of contracts covered each year with a given 
company? Would it bea variable rate ? 

r. STRADELLA. I cannot say of my own knowledge. I would think 
that it would depend on the experience. 
i nc page tacecic We ought to get that information from Pru- 
ential. 

Mr. Meaper. Will the gentleman yield? 

Mr. McCutiocu. Yes. 

Mr. Meaper. Mr. Stradella, I note you say that you charge no com- 
mission on the sale of this insurance but pass on to the consumer the 
exact charge made by Prudential. 

Mr. Srrapetia. Exactly. 

Mr. Meaver. For the premium. 

Mr. STRADELLA. Correct. 

Mr. Meaper. Now, what would the normal commission be on in- 
surance of this kind for the salesman ? 

Mr. Strrapeuua.. I do not think there is such a thing as a normal 
commission on this type of insurance, but there is a commission in 
many instances. 

Mr. Meaper. If an insurance agent is selling group insurance, he 
certainly does not do it for nothing, does he? 

Mr. STrape.ia. No. 

Mr. Mraper. Do you know what the commission is? 

Mr. Srrapetta. No, I do not. All I know is that some group 
creditor life insurance of the same type that we offer will cost $1 per 
hundred per year, some will cost 75 cents a hundred, some will cost 
50 cents to the purchaser, whereas we give it for 37.5 cents per hun- 
dred per year. 

Mr. Meaper. But you do not know then what the brokerage com- 
mission is? 

Mr. SrravEtua. Of these other people—— 

Mr. MeEaper. Of group life insurance is. 

Mr. Srrapeuua. No, I do not. 
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Mr. Meaper. Now, the effect of your testimony, as I understand it, 
is that you charge no commission for writing this msurance é 

Mr. SrraDe.ia. That is right. 

Mr. Mraper. But you get your compensation in the rebates that 
result from the experience 

Mr, Strapevia. If the experience is good. 

Mr. Meaper. Yes. 

Mr. SrrapetLa. And we do not know until the vear is finished ora 
certain period of the year usually, it is on an annual basis, whether 
there will be anything coming or not. 

Mr. Meaper. Would it be feasible as a bookkeeping matter to pass on 
that rebate to the individual policyholder? 

Mr. SrrapE.ia. No, it would not. The only practical way to handle 
it is the way we have done it in the past. As that rebate gets to be 
substantial, we ask for a reduction of the oe to the customer. 

Mr. McCotiocr. Will the gentleman yield ? 

Would GMAC write this insurance regardless of whether or not 
there were rebates from year to year ? 

Mr. StraDetua. Yes, 

Mr. McCurxocir. I am very glad to hear you say that. I think that 
kind of insurance is desirable for those who need this form of credit. 

The Cuarrman. You do not receive the rebate, do you? 

Mr. StraDELLA. Yes, we do. 

The CuHarrman. Do you actually deal with the retail purchaser of 
the car, the car owner? You do not deal with the car owner, do you? 

Mr. Srravetia. On the insurance? 

The CHarMan, Yes. 

Mr. SrraDE.LA. In the case of a loss, oh, yes, we settle it ourselves. 

Mr. Matetz. Mr. Chairman ? 

Mr. Stradella, the purchaser buys an automobile from a General 
Motors dealer who intends to sell the time paper to GMAC. The 
dealer handles all the arrangements with the purchaser, does he not! 

Mr. Srrapvevia. That is correct. 

Mr. Marrrz. And the dealer handles the insurance ararngements, 
does he not ? 

Mr. Srrapetua. That is correct. 

Mr. Martretz. SoGMAC does not deal, does it—— 

Mr. Strapewva. At that point. 

Mr. Maerz. At that point 

Mr. Srrapevia. At that point it does not. 

Mr. Mavetz. With the retail purchaser. 

GMAC does not initially place the insurance with Prudential in 
view of the fact that GMAC does not deal with the purchaser, is that 
not correct ? 

Mr. StrapFuua. That is correct. 

The purchaser requests it in his contract from the dealer. 

Mr. Materz. From the dealer? 

Mr. Strapetia. From the dealer. 

Mr. Maretz. Docs the dealer vet any commission ¢ 

Mr. Srrapetita. No, he does not. On this group life insurancet 

Mr. Maerz. On this group life insurance. 

Mr. StravELLA. He does not. 

Mr. Maerz. What expenses does GMAC have in those cireum- 
stances in placing this insurance ? 
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Mr. Strrapen.a. In placing the insurance originally or in placing 
the madividual policies / 

Mr, Manerz. In placing the insurance. 

Mr. StrapELLA. Of course, we have the cost of negotiating with the 
Insurance company to begin with. 

Mr. Marerz. The cost of what? 

Mr. StRADELLA. Of negotiating with the insurance company to begin 
with, I mean annually, and to begin with and to make the first—— 

Mr. Mauerz. I see. 

In other words, you have overall negotiations with Prudential ? 

Mr, SrrapeELLa. That is right. 

Fvery year as tothe premium and so forth. : 

The Cuarrman. But it is the dealer who acts as sort of an insurance 
agent. by way of inducing the car owner to take out the insurance? 

Mr. Srrapetia. Heasks the car owner if he wishes. 

The Ciammanx. So when Mr. Meader asked you whether you 
charge anything for placing the insurance, you don’t do anything of 
any consequence. Therefore, vou are not entitled to get any money 
for the placing of the insurance ? 

Mr. S7RADELLA. Yes: we doa great deal. 

We issue the certificate to each individual purchaser showing that 
he is covered and protected. 

The Cuairman. But that is after the purchaser, the car owner, has 
arranged for the imsurance 

Mr. Strapetia. That is right. 

The Ciamman. And he has decided he wants the insurance and 
he cloes all that with the dealer ¢ 

Mr. Stripet.a. I thought you were asking me whether we did 
anything or not. 

The Cuaurman. You do something naturally, I presume, with the 
Prudential Life Insurance Co. ¢ 

Mr. SrraDELLA, Yes. 

The Ciamsman. But as far as placing the insurance, it is the dealer 
that does that work ? 

Mr. Srrapetia. That ts right. 

We do issue the certificate. We do settle the claims, and if you 
know insurance, which I am sure you do, claims settlements are a 
costly expense. 

Mir. Mraprer. Mr. Chairman, might I suggest—— 

The Ciramsman. Just. a minute. 

1 vou share any of these rebates with the dealer ¢ 

Mir. SrrapeLLa. We do not. 

The Cuairman. Do you give the impression in ads or by any pro- 
nouneements or do you directly or indirectly indicate to the car owner 
or to the public that General Motors Acceptance Corp. charges noth- 
ner for this service 

Mr. Strapetta. We do not. 

The Cratmwtan. You do not. 

Andi vet 

Mr. Srmapenia. Because we do charge for the service, for the in- 
surance, | mean. 

Mer. Muerz. Mr. Stradella. is it not a fact that you have just test- 
Sed in your prepared statement, and [ quote: 
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“These two kinds of insurance are provided by the Prudential 
Insurance Co. and are offered by GMAC at the same premium costs 
paid by GMAC to Prudential.” 

Mr. Strapgiia. That is right, that is what I testified. 

Mr. Materz. Your statement did not indicate, did it, that part of 
these premium costs were rebated by Prudential to GMAC} 

Mr. Strapetia. On an experience basis, no, I did not. My state- 
ment did not. - 

The CuarrmMan. We had to bring that out by our cross-examination.. 

Mr. SrraDE.tua. You have. 

Mr. Meaper. Mr. Chairman, may I suggest that since this point. 
was not covered by the witnesses for the independent finance com- 
panies, that we obtain for our record the manner in which they handle- 
Insurance in connection with their financing of car sales similar to. 
that, that Mr. Stradella has testified about GMAC, whether or not. 
they do charge commission and get rebates ? 

he CuarMan. We will go into that. 

This was not covered by congressional committees heretofore. We 
took a long shot in the dark in asking this question. 

Mr. Toit. Mr. Chairman, I wanted to follow a question which 
was raised by Mr. McCulloch with the witness on the subject of the 
problem of extending this type of insurance to other purchasers and 
the witness said, T believe it was available, he thought, to other 
persons. 

Are there any State regulations with regard to the ceiling on the 
rate to be charged for this type of insurance? 

Mr. Strapetxia. There are in certain States, yes. 

ae Toit. Which States cover transactions involving your con- 
tract ¢ 

Mr. Strapeuia. I do not know what the States are. I can’t cite 
them. The States that have a ceiling on the charge is your question, 
is it not? 

Mr. Touz. Yes. 

Mr. SrrapveLia. We give this insurance in every State, or Pruden- 
tial does in every State of the Union. 

Mr. Toti. You mean your contract provides that if your sale is in 
a State which has a ceiling on the credit rate, that you will apply 
that rate in that particular State ? 

Mr. StravELua. No, no, we have the one rate which I quoted which 
was 3714 cents. 

No ceiling has ever been as low as that rate, so we have really no 
concern about ceilings because we are well under the ceilings. 

Mr. Tout. But the insurance company negotiates the rate with the 
applicant for the insurance based upon their experience ? 

Yr. STRADELLA. No, no. 

This is an overall rate for everybody. It does not make any differ- 
ence what State he is m. They give us a broad policy covering the 
United States at 3714 cents a hundred. 

Mr. Tot. But that rate would apply only to GMAC? 

Mr. StRaDELLA. It would apply to the customers, yes, the people—— 

Mr. Tout. The particular customer with whom the contract was 
signed ? 

r. STRADELLA. If the contract was purchased by the dealer from 
us, I mean by us from the dealer 
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Mr. Tout. Now, if such a contract was entered into with another 
ene: a competitor, the rate might be different ? 

r. STRADELLA. By Prudential it might be. I could not answer. 

Mr. Tot. It might be larger ? 

Mr. Srrapvevia. It might be larger. I could not answer. I would 
like to repeat, though, again : 

I don’t know that I have made it quite clear, that our rate is the 
lowest. rate in the business. I mean there is no question about that. 

Mr. Rocers. I think from the response that you gave to Mr. Toll’s 
question that the contract that was made covering rebates, was made 
in a State where rebates are allowed under the insurance laws? 

Mr. Srranetia. Yes, that is right. 

Mr. Rocers. And you do not recall whether that was made in New 
York or whether Prudential 

Mr. Strrapetua. I don’t know whether it is New York or New 
Jersey. 

Mr. Rocers. And you have never been concerned with this problem, 
where a State—my State for example—may prohibit rebates on an 
form of insurance; you have never been concerned with that, although 
you may sell policies in that State? 

You issue certificates, put it that way. 

Mr. STRapELLA. We issue certificates, that is correct. Is there a 
law ¢ ae don't know of any that does prohibit this kind of experience 
refund. 

Mr. Rocers. We are referring to it as rebates. 

Mr. Strapetia. Well, it is not exactly a rebate. 

ALr. Rocers. It is just a contractual arrangement ? 

Mr. Strrapevita. We are familiar with the antirebate laws; yes. 

Mr. Rogers. Thank you. 

Mr. Maerz. Mr. Chairman? 

The CHarrman, Yes. 

Mr. Maerz. Is the car purchaser the actual policyholder under this 
life insurance plan ? 

Mr. Strapetua. Technically, no. He is a holder of a certificate 
issued under the main policy. 

Mr. Marerz. And I take it that GMAC is the beneficiary under the 
policy; is that right? 

Mr. StrapEtia. The policy is with GMAC; yes. The certificate is 
in the name of the purchaser. 

Mr. Maerz. From a practical standpoint, though, I would take it 
from what you have just said that the car purchaser is actually the 
policyholder; is he not ? 

Mr. Strapecta. He is not a policyholder. We are the policy- 
holder. The finance company is the policyholder and we issue cer- 
tificates under that policy to the individual purchasers. That is tech- 
nically the way it is. 

Mr. Maerz. Now, if the car purchaser were the policyholder, and 
in view of the fact that Prudential is a mutual company. wouldn’t the 
car purchaser be entitled to any dividends in the event that experience 
indicated that the premiums were more than necessary to cover loss? 

Mr. Stravetta. You are quite right, if he were the policyholder, 
ves. 

Mr. Maerz. And because of this technical arrangement that you 
have with Prudential, the car purchaser is not legally the policyholder ? 
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Mr. Srrape.tua. The car purchaser is not legally the policyholder. 

Mr. Materz. And is the reason for this anata arrangement to 
prevent dividends? 

Mr. STraDE..a. It is not. 

Mr. Matetz. Or rebates from going to the car purchaser ? 

Mr. Strape.ia. It is not. 

Mr. Maerz. What is the purpose of this technical arrangement ? 

Mr. StrapE.a. It is group insurance, and group insurance is han- 
dled that way with certificates under a major policy. 

Mr. Meaper. Mr. Chairman? 

The CHatrman. Do you explain to the car owner or does anybody 
explain to the car owner what this all means? Does he know that he 
is not actually and technically the policyholder? 

Mr. StrapE.uia. Oh, yes; it is definitely specified that it is a cer- 
tificate under a policy between the Prudential Insurance Co. and Gen- 
eral Motors Acceptance Corp. 

The CHarrMan. Does he see the policy ? 

Mr. STraDELLA. He does not see the policy. He sees excerpts of the 
‘policy in the certificate. 

The CHarrMan. And he pays the premium, whatever it may be, but 
‘he doesn’t see the policy except excerpts from it? 

Mr. StrapvE.ia. The master policy, no, he does not. 

The Ci1rarrMan. He does not see it ? | 

Mr. Strapveiia. That is right. 

The CuarrMan. He buysa pig in a poke; is that it f 

Mr. STRADELLA. No, he buys a certificate which is fully explanatory 
as to what is in the policy. 

The Cuarrman. Whoexplains it to him? 

Mr. Strape.a. It is explained on the certificate. It is a piece of 
paper about that size [indicating ]. 

The CHatrMan. And that contains portions of the policy terms? 

Mr. Strape.ia. The pertinent portions, yes. 

The CHarrMan. Who determines whether they are pertinent ? 

Mr. SrraDe..a. I beg your pardon ? 

The CHarrman. Who cletermines whether they are pertinent ? 

Mr. Srrapetia. I would say the insurance company determines that. 

The CHarrman. Does the insurance company prepare this state- 
ment which is handed to the car owner ? 

Mr. STravE.ua. I would say yes, they do. I can’t tell you whether 
it is actually printed by us or by them, but they certainly approve it. 

The CuairMANn. Will you find out, one, whether the certificate that 
vou give to the car owner is prepared by you or by the Prudential Life 
Insuvanee Co. or both, and, second, who is the author of the exact. 
words that. are contained in the certificate. Third, will you let us have 
acopv of that certificate for the record. 

(The information referred to appears at pp. 571 and 618.) 

Mr. STRADELLA. Yes, indeed. 

The CiamrmMan. Is that agreeable, Mr. Stradella? Will you do 
that 

Mr. Srranenia. I will do that: yes, indeed. 

I would like to point out, Mr. Chairman, that that is the way all 
group policies, group life, group credit, group disability, all the group 
policies are handled that way. As employees we all have it. 
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The Cuartrman. You have a situation here where a man buys a car, 
he takes out this insurance, he signs installment notes, he does many 
other sundry things, and I wonder whether or not the car owner is 
really apprised, is made aware of all these facts ? 

Mr. StrapEtua. I would assure you that he is, yes. 

Mr. McCciiocn. Mr. Chairman, I would like to ask this question: 
Isn't this group life policy, together with the certificate that is issued 
either by the insurance company or GMAC, the most elementary 
straight life insurance? 

Mr. StrrapELiaA. The most elementary. 

Mr. McCvctiocn. It is payable only on death, is it not ? 

Mr. Strapevua. Only upon death, exactly, the most elemental. 

Mr. McCctvocu. Ordinarily it does not cover disability, does it ? 

Mr. Strapewua. No; that is a separate policy. 

The CuarrmMan. That is another policy ? 

Mr. STraDetua. Yes. 

The CHamman. That is another policy ? 

Mr. StrapDetxa. That is another policy. 

The CuarrmMan. The same procedure is followed with the disability 
policy? 

Mr. STRADELLA. Yes. 

The CHarrMAN. Are there any additional rebates received by Gen- 
eral Motors Acceptance Corp. 

Mr. Strapetia. We have not received 

The CHamrMan. Excuse me, let me finish. 

Are there any additional rebates received by General Motors Ac- 
ceptance Corp. from the writing of disability insurance ? 

Mr. StrapELLa. We have not received any rebates on the writing of 
disability insurance. 

The CHarrman. Are there any arrangements for the payment of 
rebates? 

Mr. Strape.ia. I will have to check this, but my recollection is that 
both policies being with the Prudential, the two experiences will be 
put together, and that depending on the results from both the dis- 
ability and the group life, the rebate will be determined. 

The Cuarrman. Will you also put into the record the form of that 
contract ? 

(The information referred to appears at pp. 572, 619, and 633.) 

Mr. StraDELua. Yes, indeed. 

The CHarrMan. With reference to disability ? 

Mr. McCutiocu. Mr. Chairman—I should like to inquire what 
percentage of your contracts are written with disability insurance? 

You have already testified that approximately 90 percent of your 
contracts are covered by straight life insurance. 

Mr. Strape.ua. That, at the moment, is running at between 5 and 
6 percent covered by disability. As a matter of fact, our premium 
volume from October 1960 to April 1961 was only $204,000 on disabil- 
ity as against the $18 million that I quoted on life insurance. 

(Subsequently, on June 26, 1961, General Motors supplemented the 
record as follows:) 

At line 15 on page 407 of the transcript Mr. Stradella used the words ‘our 
premium volume last year. * * *” At this point Mr. Stradella was quoting 


from figures which represented the premium volume for the period from October 
1960 to April 1961. In order to prevent erroneous assumptions, we request that 
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the words “last year’ be deleted and that the words “from October 1960 tn 
April 1961” be substituted therefor in the manner indicated on page 407 of the 
attached transcript. 

The Cuarrman. Does General Motors Acceptance Corp., whose 
assets are over $5 billion, and which affects the public interest, does it 
seek out any other insurance company to see whether or not there 
might be better terms than that given by the Prudential, or is that 
useless because as far as the car owner is concerned, it wouldn't make 
any difference since he doesn't get any of that rebate? 

Mr. SrrapEtuaA. We haven't searched anyone else, but. we certainly 
would if we heard of any place where we could get cheaper premiums. 
We still have the lowest charge of anyone. 

The CuatrMAn. Continue your statement now. 

Mr. Mreaper. Mr. Chairman ? 

The CuatrmMaAn. I am sorry. 

Mr. Mraper. I am not sure but that we are dwelling on this too 
long, but as long as we have gone into it let me ask: This policy simply 
insures the unpaid balance on the car, so that there is nothing left 
over to go to the customer anyway, isn’t that correct ? 

Mr. SrrapeEvia. That pays off the unpaid balance on the car, that 
is right. 

Mr. Mraper. And you pay the premium. 

Mr. SrrapELLa. And we pay the premium. 

Mr. Mraver. You pay the premium, and you are the beneficiary?! 

Mr. Srrapetia. Well, yes, the immediate beneficiary ; yes. 

Mr. Mreaper. And you simply charge the customer the cost to you 
for that. insurance? 

Mr. Srrapetua. That is correct. 

Mr. Mraprer. Now 

The CuairMan. The car owner pays the insurance eventually. 

Mr. Meaper. You write into the contract when he asks for this 
insurance that he has to pay the cost of the premium ? 

Mr. Srrapve.ua. That is right; it is financed and eventually paid for 
by him. 

Mr. Meaper. On which you charge no commission ¢ 

Mr. SrrapeLua. On which we charge no commission. 

Mr. Meaprer. And I want to read from page 202 of the Senate 
hearings, Mr. Yntema makes the statement : 

GMAC supplies credit life insurance which, I think, is perfectly appropriate. 


This is insurance to cover the liability in case the owner of the car dies. Rut 
GMAC supplies that at 32.5 cents per hundred, instead of $1 a hundred. 





You said your rate was lower than that of any auto finance com- 
pany. You must. have some other rates of other companies to com- 
pare it with. 

Mr. Srrapetia. I have heard of a great many. Actually, very often 
the company rate, the dealer is permitted to take the company rate 
and mark it up and charge whatever he likes. | 

In other words, the dealer is negotiating with the purchaser. 

Let's say that he can buy the insurance at 50 cents. There is neth- 
ing to stop him from charging 75 cents if the wants to, to the pur- 
chaser, and then buying from the finance company for 50 cents, unter 
the finance company refuses to do it. 

Now, the rates that we hear of, of course, are the rates that ary 
charged by the dealer to the purchaser. And we have never heard 


oh 
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of one as low as cars, but we have heard of them as high as $1 per 
hundred per vear. 

Mero MeCunrocn. World the gentleman from Michigan yield é 

I have requested the chairman to have the staff get. ‘full informa- 
tion on this very subject: from the madependent sales finance compa- 
hies and automobile dealers who will testify. 

1} just have one more question. 

Credit life insurance plans are not limited to automobile financing, 
ure they 4 

Mr. Srrapetia. Oh, by no means. 

Mr. MeCtuniocu. They covera broad field é 

Mr. SrrabpELLA. Many, many banks use them. 

Mr. MeCunsocn. And there should be wide experience. 

Mr, SrrawetLa. There is wide experience. 

The Cuarman. You night continue to read. I think you are on 
pase 4. 

Mr. SrrapeLLa. That is correct. As is customary, however, phys- 
eal diumage msurance on the vehicle is a requirement in the GMAC 
time sales contract. The purchaser who finances with GMAC may 
select any insurance company he wishes. If he so desires, the insurance 
may be placed with MIC, the physical damage insurance subsidiary 
of GMAG, 

The Caiman, At that point, you say may be placed with MIC. Is 
it not a fact that most insurance placed with MIC is on GM cars 
financed by GMAC 4 

Mr. Srrapenta. Most? If you mean more than half, yes. 

The Ciaisan. Albright. 

Mr. Strapenta. But there is still a considerable amount of business 
written by MIC on cash sales for the dealers, on renewals of old poh- 
cles, Of expiring policies, on business not even financed by GMAC, 

MIC will write insurance for its dealer agent on all kinds of busi- 
ness that he does. 

Mr. MeCunrocmn. Mr. Chairman, I should like to inquire whether 
or not there are any State laws which prohibit the furnishing of in- 
surance in ohe package by GMEAC when the financmg is also done by 
GGMAC ¢ 

Mr. Srrapenia. MIC is entered in every State and does business in 
every State of the Union. 

Mr. MeCurtocu. And there is no provision by State law—— 

Mr. STRADELLA. No. 

Mr. MeCurcocu. Which prohibits a dealer from selling a package 
when GMAC finances the credit and MIC furnishes the msurance 4 

Mr. StrapetLa. Not to my knowledge. If there were, we would 
not be domeg it. 

The Ciaraasx. MIC does busmess exclusively on cars of General 
Morors. is that right? 

Mr. StrapELLA. No, not at all. 

The Crharkaan. Tbeg your pardon / 

Mr. Straperts. Not at all. It does business exclusively with Gen- 
eral Motors dealers except in one instance. If a General Motors dealer 
as canceled or if he gives up the General Motors franchise, but is an 
maventof MIC and he wishes to continue as an agent of MIC, he may 
«do so regardless of whether he is stall handling “General Motors cars 
or not. 
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The CHatrMan, But it is primarily with General Motors cars. 

Mr. Strrapetia. Primarily. 

The Cuarrman. General Motors dealers. 

Mr. Srrapevia. Primarily with General Motors dealers and that 
is the reason for its being. 

The CHatrMan. You may proceed. 

Mr. Srrapewua. I had just finished saying if he so desires, the in- 
surance may be placed with MIC, the physical damage insurance sub- 
sidiary of GMAC. Regardless of the insurance company selected. the 

urchaser may also, if he wishes, have the insurance premium financed 
in the GMAC time sales contract. 

MIC has 2,900 employees operating 142 branches in the United 
States and 14in Canada. It competes with other insurance companies 
which offer physical damage insurance, including the physical damage 
insurance subsidiaries of a number of sales finance companies. In +6 
States and in parts of Canada where it has agents, such agents seek 
business on cash sales as well as time sales, whether the dealer uses 
GMAC or not, and solicits renewal business on both. 

The CHairMan. You know, Mr. Stradella, we do not wish to inter- 
fere with the business of GMAC. We simply want a divorcement of 
GMAC from General Motors. So these employees would still continue 
in business and GMAC would still have its 142 branches in the United 
States and 14 in Canada. 

Mr. StraDetia. I would not know. 

The CuairmMan. I beg your pardon? 

Mr. STRADELLA. I say I would not know. 

Mr. Maerz. Mr. Chairman? 

On this question of insurance, may I ask you this further question, 
Mr. Stradella: Motors Insurance Corp. (MIC) is a wholly owned sub- 
sidiary of GMAC; is that correct ? 

Mr. SrraDe.ia. That is correct. 

Mr. Matetz Now, is it not a fact that MIC is the largest automobile 
insurance company in the United States in the writing of physical 
damage insurance $ 

Mr. Strapeiua. I am not sure whether Allstate has passed MIC on 
that or not. There was a time when it was, that I do know. [ am 
under the impression that Allstate has passed Motors Insurance Corp.. 
but I am not sure. 

Mr. Maerz. It is either No. 1 or No. 2. 

Mr. Strapevia. I would say that is probably correct. 

Mr. Maretz. In addition to that, General Exchange Insurance Co. 
(GEIC) is also part. of the General Motors system, is it not ¢ 

Mr. STRADELLA. Yes 

Mr. Maerz. And is it correct that until 1960, GEIC was a wholly 
owned subsidiary of General Motors? 

Mr. STRADELLA. It was in 1960. The ownership of it varied over a 
period of years, but in 1960 you are quite correct. | 

Mr. Maerz. What in general is the business of GEIC? 

Mr. Strapvetia. GEIC is now merged into Motors Insurance Corp. 

Mr. Maverz. I beg your pardon. What was the nature of its 
business ¢ 

Mr. Strapei.a. It didtwothings. It insured directly in four States 
in which it is either impossible or very difficult to license the deslers 
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as agents, and it insured at a premium which was net. of the usual com- 
mission that a dealer receives, or an agent receives. 

The other thing it did was that it reinsured a certain percentage 
of the Motors Insurance business. 

Mr. Maerz. Isee. And as I understand it, in 1960 MIC and GEIC 
were merged as a wholly owned subsidiary of GMAC; is that right ? 

Mr. SrrapeLia. That 1s correct. 

Mr. Maverz. When a General Motors dealer provides a customer 
with GMAC financing, is it normal procedure for the buyer also to 
purchase insurance through one of, the General Motors controlled in- 
surance companies / 

Mr. StrapELLa. I do not know exactly what you mean by “normal.” 
I will give you the figure that approximately 

Mr. Maerz. Well, may I just ask this question to put this in con- 
text, because of the vagueness of the word “normal.” Is it or is it 
hot correct that of the total number of new GM cars financed by 
GGMAC, over 80 percent are insured by GMAC insurance companies ! 

Mr. StrapeLLa. That is incorrect. 

Mr. Mavetrz. Whats the figure, sir? 

Mr. StrapeLiLa. Approximately 50 percent. 

Mr. Matera. Approximately 50 percent ? 

Mr. Strrapeina. Yes. It may be 51, 52. It is right in that area. 

Mr. Mraper. Mr. Stradella, when you said that it was either the 
No. 1 or No. 2 insurance company, MIC, I mean 

Mr. Srrapetta. Physical damage. 

Mr. Mraprer. Were you including the various insurance exchanges 
affiliated with the automobile association? T mean if you total up 
the various interinsurance exchanges affiliated with the auto clubs, 
wouldn't they be larger than either? 

Mr. Strapeiita. Not as I understand it on physical damage insur- 
ance, which 1s damage to the automobiles. 

Mr. Mraper. Collision insurance ? 

Mr. Srrapetva. Just physical damage. We are not talking about 
hability or anything else, just physical damage. 

Mr. Mavetrz. Mr. Stradella, the staff report of the Senate Antitrust 
Subcommittee stated as follows—this report was issued in 1956, and 
I quote from page 74: 








The statistical information supplied by General Motors to the subcommittee 
djixctsed that of 745.481 General Motors new cars financed by GMAC in 1954, 
622.515 were insured by either one of the GMAC insurance companies. Insurance 
was written on 100,835 units sold by GM dealers but not financed by GMAC 
and 1.401.154 used automobiles sold by the company's dealers were insured by 
the family of companies 

Were these the facts as of 1954? 

Mr. Strapec.a. Undoubtedly; if we supplied them to the commit- 
tee, they undoubtedly were. 

Mr. Maerz. And the percentage, I take it then 

Mr. Strapec.a. The percentages as of today, I have them in front 
of me, are 4% percent of the new car contracts and 77 percent of the 
nsed car contracts. 

Mr. Maverz. Thank you. 

Mr. STRapELLA. Those are the exact figures. 

Mr. Maerz. Is it correct that in 46 States General Motors dealers 
are licensed agents for GMAC insurance companies! 
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Mr. Srrapenna. That is correct. 

Mr. Mace: And General Motors dealers receive conmilsstons, do 
they not, from imsurance sales written through GAEAC / 

Mr. Srrapetia. Through MIC. 

Mr. Matera, Written through MIC, I beg your pardon. 

Mr. Srrapetta. Through MIC, 

Mr. Mane. And does the General Motors dealer obtain a_com- 
mission of about 25 percent on the sale of MIC imsurance ¢ 

Mr, Srrapevua. It is 20 percent on the first year if it is written for 
1 year, and if it is written for longer, on the additional years, it 
25 percent, 

Mr. Marerz. Is it possible for a General Motors dealer to sell tes 
Installment paper to an independent sales finance company and vet 
obtain insurance through MIC ¢ 

Mr. SrrADELLA. Yes. 

Mr. Mauerz. Does that happen very often ? 

Mr. Srrapet.a. Not too often, but it does happen. You see, a great 
many of the General Motors dealers do what we call split their bus: 
ness. Now, they will write—very often write all their msurance with 
Motors Insurance Cor p-, all of it, and yet split their business betwee 
GMAC and independent sales finance companies or the banks or whe- 
ever it 1s. 

Mr. Manerz. But I take it as a general rule when the Geners| 
Motors dealer sells his paper to GMAC, that dealer would also wrie 
the insurance on that ear through MIC. 

Mr. STRADELLA. [ have given you the figure. It is about 50 pervem 

Mr. Manrerz. Yes. 

Mr. Srrapevia. I have given you that figure. Now, obviously, if 
vou have an agent, an insurance company, an agent, and he sends you 
a policy which he has taken as an agent, vou are going to take it m 
evardless of whether it is cash or finance or who finances it. Tle is veur 
Insurance agent. 

Mr. Marerz. I think you have already answered the question, brat 
to make it clear, does MIC write insurance for automobiles sold bv 
non-General Motors dealers / 

Mr. Srraptnna. In the instance of the dealer having---. - 

Mr. Maverz. In the exceptional instance that vou lave noted. 

Mr. Srrapenua. In the mstance that [have noted where he has bee: 
an agent. Nos MIC does not just go out and Jicense non-Genere 
Motors dealers as agents; lo. 

Mr. Maneraz. With that exception, MIC lanits itself to writing i 
surance on cars financed through GM AC ¢ 

Mr. SrrapELLa. No, no; not financed through GM AC. 

Mr. Manuerz. I beg your pardon ? 

Mr. StrapELLA. Sold by General Motors dealers. 

Mr. Mauerz. Yes. Let me ask you this question: Is it or is it net 
a fact that in the event damage occurs to a car durng the life of a 
policy written by one of the General Motors insurance computes, ar 
etfort is made by the adjuster of these companies to have the car re 
paired by a General Motors dealer ¢ 

Mr. Srrapetna. The facts of the matter are about like that, Ap 
proximately 65 percent of the cars that are damaged that are returned 
are in the hands of the dealer who is fixing the car before our insur 
ance company knows anything about it. That is No. 1 
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Now. if the adjuster is asked or if anybody in the company 1s asked 
for a suggestion as to where the car might go, it 1s suggested, 1f con- 
venient, that it be returned to the dealer agent who originally sold 
him the car. If the purchaser wishes to do it somewhere else, that is 
perfectly all right, too. 

Mr. Manerz. In other words, the General Motors insurance com- 
panies suggest that cars which they insure should be repaired by the 
Creneral Motors dealer who makes the sale: isthat right ¢ 

Mr. StTrapeuia. If requested for a suggestion; yes. 

Mr. Marrerz. Now, several years ago Mr. ‘Lukes, president of MIC, 
testified before the Senate Antitrust “Subcommittee : did he not ? 

Mr. SrrapeuLua. [He did. 

Mr. Marerz. And did he not testify that wherever possible, MIC 
oe to have the cars repaired by the selling dealers? 

Mr. Srrapenia. I do not know. I know of the time when he did 
it. I eee not got the testimony in front of me. 

Mr. Maverz. Has the policy of MIC changed in that period ? 

Mr. StrapeLia. No:it has not. If he said that was the policy, that 
was the policy, and it has not been changed. 

Mr. McCciiocu. Mr. Chairman, I cannot refrain from saying that 
over a long time that might be in the best interests of the public. 

Mr. Srrape.va. It is. I mean the public naturally is going back to 
the avent for the automobile. 

Mr. McCuttocw. Well, it may have a longtime beneficial influence 
on the premiums that are charged for physical damage to an auto- 
mobile. 

Mr. Srrapevia. Yes; I should think it would have a very longtime 
influence on the purchaser's happiness, too, to get his car 

Mr. Rocers. Mr. Chairman. 

Did I understand you to say that if I had a policy with MIC and 
the car was damaged and needed repairs, that I have the privilege of 
selecting the man who would co the repair work ? 

Mr. STRADELLA. You have. 

Mr. Rocers. That is news to me because when I was practicing law, 
when a fellow’s automobile was damaged, and if he had to have it 
repaired, they would say: “Now, look: read the fine print here.” 

Mr. Srrapetia. There is no fine print to that effect whatsoever. 

Mr. Rocrrs. No fine print in yours é 

Mr. STRADELLA. None. 

Mr. Rogers. And if I had a policy with MIC, and got ina wreck, 
I could go to anybody and get it fixed up? 

Mr. Srrapetia. Anybody you liked. 

Mr. Rocers. And you would pay the bill? 

Mr. Srrapeiua. That is right. We would pay the bill if it was 
reasonable, of course. 

Mrs. Rocers. What ts that ? 

Mr. Srrapeuvia. It has to be a reasonable bill, but, of course, we 
pay it. 

Mr. Rocers. Well, now, it has to be reasonable. It has to meet 
with the specification of your adjuster is what you mean; does it 
not / 

Mr. Srrapetia. No: I mean that the price for labor, for example, 
has got to be the going price for labor and the price for parts has got 
to be the going price for parts. : 
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Mr. Rocers. Do you determine that after the bill is presented or 
before ? 

Mr. StrapELLa. During the process of the adjustment. That is 
the way it is done. You usually agree on a price with the repairer. 

Mr. Rocers. The only one that I ever heard agree upon is: “We will 
vo out here and get some bids.” 

Mr. SrraDELLA. We do not do that. 

Mr. Rogers. You do not do that ? 

Mr. STRADELLA. We do not use the bid system; no. 

Mr. Rocers. You do not.dothat any more? 

Mr. StraDELLa. We do not do it. 

Mr. Rogers. Did you ever do it ? 

Mr. STRaADELLA. No, we have not done it. 

Mr. Maerz. Mr. Stradella, Mr. Lukes testified—and his testimony 
is summarized in the Senate staff report in the study of General 
Motors—that wherever possible the insurance companies do attempt 
to have the cars repaired by the selling dealers, and stated that in 
a given area, out of approximately 600 claims, 73.7 percent took their 
damaged cars to the selling General Motors dealer; 14.7 percent. agreed 
to have the damaged car returned to the selling dealer when the MIC- 
GEIC adjuster requested permission to do so; and 11.6 percent “pre- 
ferred” to have cars repaired in a repair shop not that of a General 
Motors dealer. 

Do you have any reason to dispute the accuracy of this testimony 
by Mr. Lukes? 

Mr. StraDELia. None at all. Would you like to have it up to date? 

Mr. Maetz. I beg your pardon ? 

I would like to ask you this question: Is not this repair business 
an added source of income to the General Motors dealer ? 

Mr. Strapeuia. I should think so. 

Mr. Maerz. Yes. And is this not an additional incentive for the 
General Motors dealer to write the insurance with MIC? 

Mr. StrapE.ia. I should think so. 

Mr. Matetz. Does not this pattern of activity by MIC with its 
adjusters operate to the competitive detriment of independent auto 
repair shops seeking to compete with General Motors dealers? 

Mr. Strape.ua. I do not think so. 

Mr. Macetz. Why not? 

Mr. STRADELLA. I just do not think so. 

Mr. Macetz. Just. tell us why. 

Mr. SrrapEia. Here is the situation: In 1961, 10,000 claims re- 
viewed. Automobile located in the dealer's shop or the dealer in 
process of getting it when the loss was reported to MIC, 6,351. That 
is 63.5 percent that was already in there being worked on practically 
when we found out. about it. We had nothing to do with it. 

Automobile not located in dealer's shop, nor dealer in process of 

tting it when loss was reported, but repaired by the General Motors 

ealer eventually with the insured’s approval, that is another 15.6 
percent. 

Automobile not located in the dealer’s shop, nor dealer in the proc- 
ess of getting it when loss was reported to MIC and repaired finally 
by the general repair shop, 20.9 percent. 

, Those are the figures for 1961, bringing Mr. Lukes’ figures up to 
ate. 
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The CHAIRMAN. Mr. Meader? 

Mr. Meaper. Mr. Stradella, might I ask: 

Is it not perfectly natural for a car owner who liked a particular 
dealer well enough to do business with him and to buy the car, to take 
it back there for service and to take it back there for any repairs? 

Mr, StraDELLA. I think it 1s the most natural thing in the world. 

Mr. McCunvocu. Let me ask one other question. 

Mr. StrapELLA. That is proven by those figures, I mean. 

Mr. McCuttocu. Do your representatives encourage independent 
ea tee to repair automobiles financed by your company when they 
can do it cheaper ? 

Mr. StrRADELLA. Do we encourage ? 

Mr. McCuniocn. Yes. 

Mr. Strapetia. No, we do not. 

Mr. McCutiocu. Do you discourage creditors from going to inde- 
pendent dealers where they may have their automobiles repaired there 
more cheaply ¢ 

Mr. Srrapeitia. If they wish to go there, they may go there. 

If they ask us where we would like to have them go, we suggest that 
they go to the dealer from whom they bought the car, but we have no 
prohibition aguinst independent garages at all. 

Mr. McCttiocu. Do you use any coercive means of any kind what- 
soever, subtle or otherwise, other than you have testified to this morn- 
mgs ic have automobiles which you hive financed repaired by the 

ealeré 

Mr. StrapeELya. We do not. 

Mr. Maverz. Mr. Chairman? 

Mr. Stradella, you have testified two or three times that you do 
suygest 

Mr. Srrapeita. Upon request. 

Mr. Ma.erz. That you do suggest ? 

Mr. STRADELLA. Yes. 

Mr. Maerz. Upon request that the insured have his car repaired 
at a Gseneral Motors dealer, is that right ? 

Mr. Srravetta. We ask him if he would agree to that, and if he 
agrees, yes. 

Mr. Maerz. The insurance company is the one that pays for the 
loss, is it not ¢ 
Mr. Stravetita. The insurance company is the one that pays for the 
OSS. , 
_ Mr. Maerz, And a suggestion from the insurance company is quite 
Important, is it not, so far as the insured is concerned ¢ 

_ Mr. Stravetva. I should think the insured would pay some atten- 
Cion to It, yes. 
_ Mr. Maerz. any suggestion from an insurance company is quite 
i Pega, 1s 1t not ¢ 

Mr. Srrapeiva. Well, I, as an insured, would pay attention to it, 





Mr. Maerz. So the suggestion can have a great deal of weight, 
can it not ¢ 

Mr. STrape.is. You have 63 percent of the people that vo auto- 
matically, as they naturally aadenornnlly would, to the dealer, so 
you cannot infer that we are coercing a great many people. 
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Mr. Mraprer. As a matter of fact, in your figures for 1960, out of 
those cars which were not in the deeler’s possession at the time of 
the loss, 2,092 went to non-General Motors dealers for their repairs 
while only 1,557 were persuaded by you to go to General Motors‘ 

Mr. Strapevia. That is correct. 

The CHAIRMAN. Continue reading. 

Mr. STRADELLA. Concerning its relationship with General Motors 
Corp., GMAC made the following statement to the Senate Subcom- 
mittee on Antitrust and Monopoly in December 1955 (“A Study of 
the Antitrust Laws,” p. 4022) : 

We would like to make it entirely clear that GMAC stands on its own feet 
in all areas of operation. It is not subsidized or supported in any way te Gen- 
eral Motors Corp. other than by eapital funds and through sound advice fmm 
its three board members who are executives of General Motors Corp. It is: ne 
pressured in any way oun its policies or practices by anyone who is a director 
of employee of General Motors Corp. 

In its association with General Motors Corp... GMAC may have advantages. 
In all probability, there are dealers who are influenced by the assurance of cuoa- 
tinuity of service, community of interest, fair treatinent. et cetera, which goa 
with the association. Lenders are influenced by the assurance of udecguate 
capitalization, sound management, and conservative financial policies and 
practices. On the other hand, unless these advantages were supported by the 
record of GMAC and its aggressive pursuance of sound practices, the associa- 
tion would do it little good in the eyes of the parties concerned. 


The CHairman. Let us see what that record really is. 

I wonder whether it is as pious as you seem to indicate here. 

Judge Loevinger testified yesterday as follows: 

In 1938 a criminal case charged violation of section 1 of the Sherman Act was 
tried on the merits and resulted in a conviction of General Motors and GMAC 
The conviction was sustained on appeal. Certiorari denied in the Supreme 
Court. Rehearing denied. 

The Government proved that defendants had been coercing GM dealers to 
use the financing of GMAC at wholesale and retail levels and had been dis- 
criminating aguinst other sales finance companies. The coercion and = dis- 
crimination were effectuated by such means as threats to cancel and actual 
coneellation of Gealers’ franchises for not giving their finance business to 
GMAC; GM's withholding delivery of cars where they are in short supply or 
delivery of excess cars or cars of wrong model or color in periods of over 
production to noneooperating dealers, and defendants arranging matters so 
that independent sales finance companies could not get or were delayed in 
getting necessary title instruments for financing GM dealers. 


In addition let me note this. In 1937 the Federal Trade Commiis- 
sion issued a complaint against General Motors charging it with 
coercive practices exerting upon its dealers which restricted their 
rights to purchase parts and accessories from independent: sources. 
Lhe complaint alleged that General Motors had forced its dealers to 
buy accessories and supplies from General Motors to the exclusion of 
competing sellers through the use of intimidation, oppression, and 
coercion, including the threat of cancellation and actual cancellation 
of new car selling agreements. On November 12, 1941, after more 
than 7 years of investigation and 4 years after issuance of the com- 
plaint, the Commission entered a cease and desist order against Cren- 
eral Motors. General Motors filed an appeal with the U.S, Court of 
Appeals for the Sixth Circuit, but subsequently withdrew the appes! 

Congressional hearings were held in the 8th Congress in 1955 and 
those hearings reviewed widespread complaints by General Motors 
dealers charging General Motors with coercion and incinnidatirg 
their franchised dealers. This resulted in the so-called O Mahoney- 


=~ 


AUTO FINANCING LEGISLATION 451 


Celler Automobile Dealers Act. In that hearing the automobile 
dealers complained that they had been subjected to economic duress 
and intimidation by General Motors as well as other manufacturers 
and were unable to obtain redress in the courts. | 

In 1939 the Federal Trade Commission found that an advertising 
campaign conducted by General Motors and GMAC was misleading 
and deceptive and caused trade to be unfairly diverted to the two com- 
panes, The advertising program involved the so-called 6-percent 
plan of auto financing under which the unpaid balance on the car 
wis multiphed by 6 percent in order to compute the interest. The 
Commission found that the advertisements intended to mislead and 
deceive a substantial part of the purchasing public into the erroneous 
and mistaken belief that its said 6-percent finance plan contemplates 
the simple interest charge of 6 percent per annum upon the deferred 
and unpaid balances of the purchase price. 

(General Motors appealed to the Court of Appeals for the Seeond 
Cirewit. That court affirmed the finding of the Federal Trade Com- 
mission that the existing program of General Motors and GMAC was 
fale and misleading. Judge Learned [land on behalf of the Court 
of Appeals stated “It is noteworthy that the plan involves such com- 
pune advantages that rival compames doting a large portion of the 

nisiness of the country felt obliged to adopt and to advertise it with 
emphasis on the 6-percent symbol.” 

There is now pending a civil antitrust suit against General Motors 
thargiug monopolization in the manufacture and sale of buses. One 
of the charges is that General Motors has used its subsidiary GMAC 
aa weapon of monopolization by extending preferential financial 
terms which competitors could not meet. 

Phis last paragraph was taken from the testimony of Judge Loevin- 
ger vesterdiy, 

Judie Loevinger continued : 

[In another pending civil antitrust suit against General Motors involving its 
Mamsition of Euclid) Road Machinery Co.. a manufacturer of over-the-road 
Parihimoving equipment, the Government may rely among other things on GM 
ewWhership of GMACTS gicims: it a competitive advantage over other manufac. 
Meer. Tn another field. railroad locomotives, an indictinent has recently been 
rurned against GM charging menopolization in the manufacture and sate of 
iene locomotives, GM's financing and sale of locomotives on terms ifs coin- 
ctor could not profitably match is alleged as one of the means used ty ef- 
fr ruate the TODO pOli Za thom, 

Now that record shows the picture is a little different than the 
‘afement that vou just made, there is more in the picture thin con- 
tinuity of service, community of interest, fair treatinent, sound man 
aveinent and conservative financial policies and practices. 

Tiere is in this picture coercion. and it was through this coereion 
for which your company and General Motors were convicted. that 

vou bruale up. m my humble opimion, a decided competitive adver tacve 
overall other auto manufacturers and auto finance companies “Pro 
advantages from your past record are still with voit. 

Now, do vou care to comment on that rather lore statement / 

Mr, STRADELL A. With respect to wiieti part. sin 

The CHAIRMAN. I beg your pardon 4 
Mr. Sanaperna. With respect fo which part? 

Teather that most of what vou repeated isu. ree record of yestes 


day, | believe. 


452 ‘AUTO FINANCING LEGISLATION 


The CiarrMan. Do you want to amplify on the statement that vou 
’ made which was a repetition of the statement made before the Senate 
committee ? 

Mr. Strapewia. No; I would like to say 

The Cnarrman. Other than what I indicated in light of the record! 

Mr. Srrapetta. No. I would only like to say that you expressed 
an opinion with which I do not agree. 

The Cuairman. Do you disagree with the court's opinion? The 
court rendered an opinion in these cases on the matter of coercion. 

That opinion was confirmed by the Supreme Court of the United 
States. 

Mr. StraDEwua. It was. I accept that it was. 

The CHarrMan. I beg vour pardon ? 

Mr. Strape.ua. LT accept that it was, yes. 

The CuairmMan. Two courts found coercion. Certiorari was denied 
by the Supreme Court. 

Now, do you agree with the decisions of those courts ? 

Mr. StrapeEtia. I will go so far as to say that your facts are correct. 
You state correct facts, yes. 

Mr. McCuttocn. Mr. Chairman, weren’t those coercive practices 
enjoined by the decree? 

Aren't they still enjoined? And, further, the Government decided 
that it could not successfully prosecute its suit which sought divesr- 
ture or divorcement. Isn’t this at least part of the proof, that, if t!.2 
things which are mentioned in the Chairman's statement are al 
wrong, this bill is not the approach which will right all the wrongs 

The CirarrMan. That. is not the thrust of my question, I will sav 
to the gentleman from Ohio. 

I said that. as a result of this past record which was exemplified in 
these cases, and proven as evident from the decisions of these courts 
there was a built-in competitive advantage that inured to General 
Motors and General Motors Acceptance Corp. This gave them a tre- 
mendous leverage, and a very decided inordinate advantage over al] 
competitors both finance companies and automobile manufacturers. 

It isn’t a question of whether or not their continuance of these 
practices should receive the attention of the Department of Justice. 

Of course this should receive their attention, and 1 hope it is receiv- 
ing their attention. 

But at this juncture I am asking the question whether or not that 
past record did not give GM and GMAC a decided competitive ad- 
vantage which still inures to them. 

Mr. McCuttocn. It would have been very helpful to me, in view of 
the record, 1f the Government had pressed for the relief which it 
originally thought. it might. have. The Grovernment must have dis- 
covered something in the evidence that convinced the Government it 
was pursuing a losing cause. I have confidence in the Justice Depart- 
ment. They would have proceeded if they had the evidence. 

The CuatrMan. I thoroughly agree that the Department of Justice 
should have been more vigilant. in this matter. 

Mr. Mraper. But, Mr. Chairman, the question which you asked Mr. 
Stradella to comment on was of the htigation which resulted an che 
prohibition against these coercive practices. 

But now you seem also to have implied that the court said the vers 
relationship was per se wrong, and I don’t think that has been said. 
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The CHairman. I simply asked, the question, Mr. Meader, whether 
this past. record of coercion and intimidation that didn’t give GM and 
GMAC presently a very decided advantage over all its competitive 
companies in the automotive business. 

Mr. Meaper. Let's ask Mr. Stradella. 

The Ciarrman. I did ask. 

Mr. Mraper. Do you regard the relationship between GMAC and 
GM as giving you an mordinate competitive advantage. 

Mr. Srrapeuua. I do not. 

The CHarrMAN, That 1s not. the question. 

Mr. Srrapeuva. I will attempt to answer your question. 

The CHairmMan. I asked whether or not these coercive practices, 
this intimidation, did not give you this advantage. 

Mr. StrapELLA. No. I do not. agree with you. I do not think so, 
if you are asking me for my opinion. 

Mr. Meaper. The coercive practices are enjoined. If they are con- 
tinued, contempt proceedings can cure that ill, and this legislation 
won't reach it. 

The Cuairman. I have given you the answer. I am afraid I can- 
not give you the understanding. I said that these coercive practices, 
this intimidation enabled these two companies to achieve a paramount 
position, a position of dominance, a built-in advantage which is in- 
ordinate and which inures to them to this very day. 

Mr. Maletz asked Mr. Loevinger yesterday : 

Now, these coercive activities of General Motors on its dealers, did they result 
nee in GMAC obtaining a dominant position in the automobile sales financing 
naus . 

Mr. eae Well, from reading the report of the case and the facts are 
set out in some detail in the citation I gave of the opinion of the Court of 
Appeals from the Seventh Circuit, I would believe that a substantial part of 
GMAC’'s dominant position was the result of the exercise of the coercive tactics 
of GM. 

That is the opinion of the Department of Justice. 

Mr. Strapetya. That is the opinion of the judge, I believe. 

The CuHarrman. Of Judge Loevinger. And continuing further. I 
am reading from page 266: 

As a result of such tactics— 

Judge Loevinger continued— 


which are laid out in considerable detail in the opinion of the court, GMAC was 
established in its position as the dominant financing agency for General Motors 
ears and General Motors dealers. 

I think this is quite clear in the record. 


You may proceed. 

Mr. STRADELLA. The statement which I read as a quote from a hear- 
ing in 1955 isstill appropriate and correct. 

eing unable to prove that GMAC is directly subsidized by General 
Motors Corp. in anyway, the principal supporters of the legislation 
have resorted to an allegation that there is an indirect subsidy called 
by them capital subsidy (see American Finance Conference document 
entitled “A ‘White Paper’ on Automobile Financing”). 

It is alleged therein that General Motors Corp. undercapitalizes 
GMAC; that it can do so without interfering with the GMAC bor- 
rowing capacity by implying to lenders that both General Motors 
Corp. and GMAC are behind the GMAC obligations; that, if General 
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Motors Corp. did not do this, GMAC would have to earn more money 
on greater capital and would, therefore, have to charge more for its 
services. Therefore, they say that.a form of subsidy exists. 

The facts are: 

(1) General Motors Corp. does not guarantee or stand behind 
GMAC obligations and does not imply that it does. 

The CuarrmMan. Is it not true that while General Motors does not 
guarantee GMAC obligations, it stands aside as sort of a benevolent 
benefactor, as sort of a loving parent of GMAC, and surely the insur- 
ance companies and banks loaning to GM AC are conscious of that rela- 
tionship at.all times, are they not ¢ 

Mr. Srrapenia. They are conscious; oh, definitely, yes. J have men- 
tioned that, I think, in my previous remarks. 

(2) GMAC is not undercapitalized. Its capital requirements are 
determined by its board after consultation with various lenders, un- 
derwriters, and so forth, and are maintained at whatever level is con- 
sidered adequate to protect the investors in its securities, 

In the hight of this, no basis fora “capital subsidy” allegation exists. 


POSITION OF GMAC IN THE AUTOMOBILE FINANCING BUSINESS 


With respect to the GMAC participation in retail installment fi- 
nancing, there have been assertions by those who favor this legislation 
which must, in all fairness, be corrected. They cite GM AC partici- 
pation in this business out of all proportion to the actual fact. 

According to Federal Reserve Board figures, approximately $18 
billion of automobile installment credit was extended in 1960 by all 
sources of such credit, distributed as follows: 


Percent 

COMIMCECIAL WOK Saas. bot woaco eet eee te ee ee oak ol ee ome d 46 
Other sales finance companies. ~-.---- ~~. eee ee eee eee aS 
CNN aaa tnt Be So i ach ee aed Oe i et ee eh oe 1S 
Credit unions, sinall-loan companies, ete... ee 13 
POC sand ates are ew ee eR ete peal octane ola aes 100 


These are facts on record upon which there can be no disagreement. 

Mr. McCuntocu. Mr. Chairman, I would like to interrupt Mr. 
Stradella at this pomt. Is the percentage, which is being secured by 
commercial banks, decreasing or increasing over the last 5 years? 

Mar. SrrapELLa. The last + or 5 years it has increased. 

Mr. MceCtuniocu. What has been the trend of acquisition of paper 
by other sales finance companies during the last 5 or 10 years? 

Mr, Srrapensa. That has decreased to about the same degree and 
there has been a shght merease, very slight, m credit umons. The 
participation of the commercial banks has increased to about the 
sume extent as the decrease in sales finance companies other than 
GMAC. 

Mr. McCunprocn. Does that mean that GMAC has remained fairly 
stable ? 

Mr. Srrapenn.a. Stable as a percentage of the total, yes. I think I 
bring that out as T go along. 

Mr. Marerz. Mr. Chairman ? 

Mr. Stradella, the fourth category in your table comprises credit 
umions, small-loan companies, and so forth. Is it not a fact that credit 
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unions and small-loan companies primarilly extend credit directly to 
the retail purchaser ? 

Mr. StrapeEuia. That is correct. 

Mr. Maerz. -On the other hand, sales finance companies such as 
GMAC purchase the installment. paper of dealers; 1s that not correct ? 

Mr. Strape.tua. That is correct, for the most part, though I think 
there are some—— 

Mr. Maerz. Yes. In other words, is it not.a fact that credit unions 
and small-loan companies are in a different type of business than 
GM AC and other sales finance companies ¢ 

Mr. StrapELua. Broadly speaking, yes. 

Mr. Maerz. As a matter of fact, sales finance companies rarely if 
ever extend credit directly to the retail purchaser, but. almost ex- 
clusively engage in the purchase of installment. paper from dealers: 
is that not right? 

Mr. Srrapeia. Yes: I think there are some and graduallv it is 
becoming more and more so, who do extend at the retail level, but 
broadly speaking vou are right. 

Mr. Maerz. Much of the credit extended by banks is also on the 
basis of direct. loans to car purchasers; is that not right? 

Mr. SrrapeEuia. I did not hear the first. part of the question. 

Mr. Maverz. Much of the credit extended by banks is also on the 
basis of direct loans to car purchasers ? 

Mr. StrapeiLa. About 37 percent. 

Mr. Maretrz. What percent ? 

Mr. Srrapenia. About. 37 percent. About 63 percent is done the 
same way that the sales finance companies do it. 

Mr. Materz. You testified that 46 percent of total auto installment 
credit is provided by banks. Of that amount, what. percentage con- 
stitutes direct loans to car purchasers and what. percentage constitute 
purchase of installment credit from dealers ? 

Mr. Srrapevva. That is the figure I just gave you, 63 percent is the 
purchase of the contracts in the same way that is done by the sales 
finance companies as you outlined, and the balance of 37 percent is 
done on the direct basis with the purchaser. 

Would you please repeat the question? I may not have under- 
stood it. 

The Cnairman. Is that 37 percent of the 46 percent ? 

Mr. Srrapeiia. That 1s correct, 37 percent of the 46 percent is 
direct. 

Mr. Maverz. 37 percent. of 46 percent represents purchases by banks 
of paper from dealers; is that right ? 

Mr. SrTrRApELLA. No, no: 63 percent represents purchases bv banks. 

Mr. Maerz. 63 percent / 

Mr. STRADELLA. 63 percent, purchases from dealers. 

Mr. Maerz. 63 percent of 46 percent represents purchases by banks 
of paper from dealers / 

Mr. STRADELLA. 63 percent of the business done by the banks is 
done by the same basis as the sales finance companies do it. 

The Ciarmman. These figures require a lot of explanation, then. 

Mr. SrTRADELLA. No, they ‘do not. 

Mr. Marerz. In other w ords, your table lumps together direct ex- 
tensions of retail credit to purchasers and the discount purchase of in- 
stallment contracts from dealers; is that not right ? 
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Mr. Strapevia. Let me give you the figures. 

Mr. Matertz. Is that not right ? 

Mr. Strape.ia. If you want to break down the 46 percent between 
direct and indirect, it is 29 indirect and 17 direct, making 46. 

Mr. Materz. I wonder if you would answer this question ? 

Mr. StrapDE.ia. Did you get that point ? 

Mr. Matetz. I did not because I was concentrating on the question. 

Mr. StrapDewia. I would like to repeat it later. 

Mr. Matertz. Is it not a fact that your tables—I am talking about 
your table at page 6 of your statement—lump together direct exten- 
sions of retail credit to purchasers and the discount purchase of 
installment contracts from dealers ? 

Mr. STrapE.ia. Yes. 

Mr. Matetz. I believe, sir, that you wanted to make a further state- 
ment ? 

Mr. Srrape.u. I beg your pardon ? 

Mr. Maerz. I think you wanted to present some additional figures. 

Mr. STrRaDELLa. Yes. 

I wanted to make the point that of that 46 percent, I think it merely 
confirms what. you are saying, but breaking down the 46 into 29 and 
17, 29 is business done in the same way as sales finance companies and 
GMAC do it, and 17 percent might be compared to the way credit 
unions, small loan companies, and others do it. 

The net effect, of course, is the same. Credit is being extended 
for the purchase of an automobile. 

Mr. Maerz. Now, if we consider only the business of purchasing 
sales installment contracts, what figures should be substituted for the 
figures that you have presented in your table, the second paragraph. 


page 6? 
r. STRADELLA. [am not sure I understand what you mean. 


The CuHarrMan. Firty-six percent does not represent purchases by 
banks? 


Mr. STraDELLA. From dealers? 

The Cratrrman. From the dealers? 

Mr. StTrapELia. No. 

The CHarrman. It is only 63 percent of 46 percent, which is 

Mr. StrRADELLA. Twenty-nine percent. 

The CHAIRMAN. Twenty-nine percent ? 

Mr. StraDELLA. That is correct. 

The CuarrmMan. So the 29 might well be substituted for the 46? 

Mr. Strrapetia. No, not substituted. You can break it down just 
the same way 

Mr. Matetz. You have another table 

Mr. Strapeiia. If we put 13 for credit unions, we would have— 

Mr. Maerz. You would have to stmke out the 13 percent for 
credit unions entirely ? 

Mr. StrapELLaA. You would have to take that out, too, 1f you want to 
get down to purely the indirect. 

Mr. Maerz. What. would the percentages be, eliminating from 
this table direct extension of credit to borrowers ¢ 

Mr. Srrapen.a. I don't know. I haven't figured them. 

Mr. Maerz. Could you recompute that table on that basis ? 

Could you recompute that table on that basis? 
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Mr. Strapetta. You could make that table, yes; but it has nothing 
todo with the point that Iam trying to make. 

Mr. Materz. The point that I think you have already made is that 
credit unions and small loan companies which extend credit directly 
tothe purchaser 

Mr. SrRADELLA. You made that point, with which I agreed. 

Mr. MaLerz. You agreed ? 

Mr. Strapeua. I agreed with it; yes. 

Mr. Materz. Are not engaged in the same type of business as sales 
finance companies such as GMAC ? . 

Mr. SrrapeLLa. They do not do it the same way. I did not say 
it was not the same type. They do not do it the same way. 

Of course, it is the same type. It is enabling somebody to buy an 
automobile on credit. 

Mr. Maretz. They are two entirely different types of transactions, 
are they not ? 

Mr. Srrapetia. It depends what you mean by “type.” They are 
forthe same purpose. The purpose is the same. a 

Mr. Maerz. Does the sales finance company extend credit directly 
to the borrower ? 

Mr. StrapeLxa. In some cases only, yes. 

Mr. Matetz. In what percentage of cases? 

Mr. Strapevia. I donot know. 

Mr. Matetz. In what percentage of cases does GMAC extend credit 
directly 

Mr. Strapetia. None. 

Mr. Maverz. Toa retail car purchaser? 

Mr. Strapeiia. None. 

Mr. Marrrz. In no case? 

Mr. StrapEtia. None. 

Mr. Maerz. And do you have reason to believe that your practice 
In this respect differs in any material way from the practice followed 
by your competing companies? 

Mr. Strapeiia. You will have to define “competing companies,” 
please. 

Mr. Mavetz. Independent sales finance companies. 

Mr. Strapeica. All of them, you mean, as a group? 
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Mr. Maerz. I beg your pardon ? 

Mr. Strapetia. All of them you are talking about ? 

Mr. Maerz. Independent sales companies. 

Mr. StrapeLta. The whole group ? 

Mr. Manerz. Yes. 

Mr. Srrapetta. I think it is variable. There is a great deal of it 
done today by smaller sales finance companies. If you want to talk 
about the larger ones, not so much, no. 

Mr. Matetz. I see. 

In general, then, sales finance companies purchase—— 

Mr. Strapenca. Contracts. 

Mr. Maerz (continuing). Contracts from dealers? 

Mr. Strapet.a. Correct. 

Mr. Maverz. And this is not a business in which credit unions and 
small loan companies engage, is that not correct ? 

Mr. Strapetia. I do not know. 
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Mr. Maerz. Have you ever heard of a small] loan company or a 
credit union purchasing a sales installment. contract from a dealer! 

Mr. Strapeuia. I don’t think I have, no. I don’t think I am any 
authority. 

Mr. Maerz. You have been in the business a great. number of 
years, have you not ? 

Mr. STraveE.ua. Yes. 

Mr. Maerz. And you have never heard of a small loan company, 
have you, purchasing a sales installment contract from a dealer! 

Mr. STRADELLA. I never have, but I don’t follow small loan com- 
panies very closely. 

Mr. Maerz. You would know industry practice pretty well, would 
you not? 

Mr. STRADELLA. I doubt it. 

Mr. Materz. On the basis that I have suggested, could you prepare 
a table similar to the one that you have already presented to the com- 
mittee showing percentages of participation in the business of buying 
sales installment. contracts by commercial] banks, other sales finance 
companies and GMAC? 

Mr. Strapeiia. Oh, yes. 

Other sales finance companies, I am not sure how much they do. 

Mr. Maerz. Assuming that 

Mr. Srrapeiia. That they are Just the same as we are, yes, those 
figures are available with the Federal Reserve Board. 

Anyone can prepare that table; yes. 

Mr. Maerz. Could you submit that table, sir? 

Mr. SrrapE.ua. [ certainly could. 

The CrrarrMan. In any event, from your tables we gather that 
~ when it comes to the purchase of installment contracts from dealers, 
when we consider commercial banks, the figure must be reduced from 
46 to 29 percent.? 

Mr. Srrapetia. Using this as a hundred, yes. 

The CHairMAN. But. you have to change your 46 percent to a lower 
figure if you are considering 

Mr. Srrapetia. If yon are going to draft a new table, the figures 
are all going to be different; yes. 

The CuarrmMan. Entirely but, in any event, when you consider the 
purchase of installment paper from dealers by commercial banks, the 
figures will not be 46 percent; they will be much lower? 

Mr. Srrape.ia. I don’t know what they will be. We will have to 
make that calculation first. 

The Cuarmman. You would have to eliminate tne 13 percent ? 

Mr. Srrapeuia. I beg your pardon ¢ 

The CuaikmMan. You would have to eliminate the 13 percent? 

Mr. Srrapetia. Not if we are working on installment credit. We 
will, if we are working on the basis of contracts purchased from 
dealers. 

The Ciamman. Let us get this clear. I am not. talking about 
what you put. in here which covers the whole field. | 

Mr. Strape La. Of installment credit ? 

The Cnuamman. You have mixed chocolate, cheese, and oil and 
vinegar. 

Mr. Srrapetva. We are talking about people who buy on install. 
ment. 











AUTO FINANCING LEGISLATION 459 


The Cramnman. Tam talking about one phase, one classification, 
the a ae of installment paper from car dealers. 

Mr. STrRADELLA. I was not talking about that. 

The Cnairman. But Lai. 

Mr. STRADELLA. Yes, sir. 

The CrarMan. Now, as to that, the figures would have to be 
changed and rearranged, and the 46 percent would be materially 
reduced ? 

Mr. SrrapeL.a. Not tochange my table. 

The CrarrMan. Excuse me. 

As far as I can see, the 46 percent would be materially reduced; 
13 percent. would be changed and the 18 percent of the GM.AC would 
be greatly heightened. 

Mr. Srrapen.a. If you want to work on a limited area of the in- 
stallment sale market, automobile installment sale market, you will 
get quite a different set of figures. 

The CuatrMan. I only want the figures in the market in which 
you operate. 

Mr. StraDELLA. We operate in the whole market. 

The Ciamman. GMAC does not purchase from 

Mr. STRADELLA. But we are trying to get business away from these 
other people. 

The Cuairman. You do not make loans directly to a car owner ¢ 

Mr. STRADELLA. It does not matter. 

The CHaiman. You make loans to the dealers 

Mr. SrrapetLa. We are trying to get the ia to go after it. 

The CHamMaAN. But your business is with the car dealers, not with 
the car owners? 

Mr. Strapevia. I think we have got a fundamental disagreement 
as to what the market is. We claim that the market 1s everybody 
who buys cars on credit. 

The CirarrMan. [don't care what your claim is. 

Mr. STRADELLA. You say it is not, so we have nothing but a funda- 
mental disagreement here. 

The Cnairman. Answer this question, if you will. 

Is it not true that GM.AC business is with the car dealer and not 
with the car purchaser ? 

Mr. Srrape.via. That is correct. 

Mr. McCunnocu. Mr. Chairman, before we finish that, at the risk 
of being repetitious, I again say I am interested in the entire credit 
structure of the automobile industry. Iam very happy to know from 
this statement. that 46 percent. of the purchasers in this country, who 
purchase automobiles on credit, get that credit from commercial banks. 

Now, any other statistics in this field that can be furnished will be 
very helpful. 

The CHAIRMAN. Yes. 

But I say to Mr. McCulloch that I do not mean to imply that the 
witness, by giving the figures, was misleading, but it misleads those 
who read this record. 

We want to have additional figures which would indicate the per- 
centage of paper purchased from the dealer, rather than from the 
carowners. That is what we want. 
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We want those, because GMAC deals with the dealers, not with 
ees And so, in my opinion, these figures are very mis- 
eading. 

Mr. McCtuttocn. Mr. Chairman, I think perhaps we had this same 
condition in reverse yesterday when we had the statement of Judge 
Loevinger, particularly the paragraph I read into the record. This 
helps clarify the question which was raised at that time. 

I think we are both trying to get at the same facts. There was an 
approach by the Assistant Attorney General. 

There is another approach here now. I think I now have the facts 
from both angles, or at least the facts are in the record. 

The Cuarmman. I do not blame General Motors or General Motors 
Acceptance Corp. for placing before us the figures that would best 
suit. them. 

But I want the other figures, too. 

Mr. Crastree. Mr. Chairman, may I ask a question ¢ 

Mr. Matetz. Mr. Stradella, there are a great number of companies. 
are there not, that are engaged specifically in the business of compet- 
ing with each other for the purchase of sales contracts from automo- 
bile dealers, isn’t that right ¢ 

Mr. STRADELLA. Yes, sir. 

Mr. Matetz. Now credit unions and small loan companies are not 
engaged in the business of competing with sales finance companies, 
are they, for purchase of installment contracts ? 

Mr. Strape.ia. Not for the purchase of the installment paper but 
they are competing with sales finance companies. 

Mr. Matetz. That is your statement, sir. 

Mr. Srrapetia. And you will find that that is the position of every 
other sales finance company, too. They don’t like it any more than 
we do. 

Mr. Maerz. Now, we have done a very hurried recomputation, and 
on the basis of participation in the business of purchasing sales in- 
stallment contracts from dealers, we find that these figures represent 
the apparent situation—that commercial banks have 41.9 percent 
of the business, other sales finance companies have 32.1 percent of the 
business, and GMAC has 35.7 percent of the business. 

I beg your pardon—26.0 percent of the business. 

Now, this is subject, Mr. Stradella, to your computations. 

Pursuing this one step further, and if I may anticipate your state- 
ment, on page 9 you indicate that competitors of GMAC have fi- 
nanced over 80 percent of all installment credit purchases and over 
55 percent of such purchases from General Motors dealers. These 
figures are also based, are they not, on totals which include extensions 
of credit by financial institutions directly to the retail purchaser? 

Mr. Srravevia. Yes, they are just the reciprocal of the other. 

Mr. Mavetz. In other words, you have lumped the two together, 
have you not ? 

Mr. Strapeia. Yes, it is just the reciprocal of the other figures 

Mr. Martz. Now, could you also make a recomputation showing 
what percent age—— 

Mr. Strapevia. I see what you are going to say; yes, of course it 
can be done. 
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Mr. MaLerz. Would you do that, sir? 

Mr. STRADELLA. Surely. 

Mr. Maerz. In other words, you will submit to the committee 
figures showing what percentage of the GM sales installment con- 
tract market GMAC actually has, both with respect to new car pur- 
chases and used car purchases. 

Mr. StraDELLA. Lam getting a little lost now. 

I thought you just wanted the reciprocal, to provide for a revised 
table for my first table. 

Do you want the reciprocal of that 

Mr. Mauerz. So there will be no question about this, could you 
supply the following table, covering only the business of purchasing 
sa Motors dealers, one—— 





es installment contracts from Genera 
Mr. SrrapeLLa. Is that not what I do here on page 7? 

Mr. Matetrz. If you would provide in addition the following table: 
One, a table which would cover only new cars. First the percentage 
of that market in 1957, 1958, 1959, and 1960 controlled by GMAC. 

No. 2 

Mr. Srrapetia. I don’t think we can get those figures from the 
other people. I think we have our own, but I don’t think we can get 
any totals that way. | 

Mr. Maverz. Will you then provide this information covering only © 
the purchase of sales installment contracts from GM dealers ? 

First, the percentage of dollar volume of GMAC purchase of sales 
installment contracts covering new cars in the years 1956, 1957, 1958, 
1959, 1960; and, second, the percentage of GMAC purchase of sales 
contracts in those same years of used cars. 

Is that. perfectly clear ? 

Mr. STRADELLA. It is not entirely clear, but let me answer you this 
wa 

Mr. Martz. I want to make it perfectly clear. 

Mr. Strrapeiia. If you put it down and if we have the information 
we will furnish it. I mean if we have it and can calculate and com- 
pute it, we will be glad to furnish it. I am just not sure that we 
can do all those things, that the information is available, but if it is 
you may certainly have it and we will be glad to give it to you. 

(The information referred to appears at pp. 859-862. ) 

Mr. Crastrer. Mr. Chairman ? 

The CrrarrMANn. Yes. 

Mr. Craptree. May I ask a question? 

The CHarrman. Yes. 

Mr. Crasrrer. With regard to a definition of market, section 7 of. 
the Clayton Act, as amended by the Celler-Kefauver Act, uses the 
phrase “wherein any line of commerce in any section of the country.” 

Perhaps Mr. Power, as an attorney, can answer this better than Mr. 
Stradella. 

Do you know of any court interpretation of what the market is in 
the sales finance business, that is, whether it includes direct loans or 
whether it is limited to the purchase of commercial] paper? 

Mr. Power. Offhand, I do not know of any at the moment. That 
is an interpretation of the market. But I will check it. — 

Mr. Crastree. If you were confronted with a section 7 case, as 
amended by the Celler-Kefauver Act, how do you think the court 
would define the market ? 
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Mr. Powrr. I don’t know, but my position would be that it 1s the 
whole installment credit market that Mr. Stradella has been talking 
about. That would be my position. 

Mr. Crasrree. And, briefly, what are your reasons for making this 
statement. | 

Mr. Power. Just because I think that is the market; just as Mr. 
Stradella does. Now, I would say I would expect Mr. Stradella 
would be the expert on it. 

Mr. Strrapewua. I would like to say this: That when we Jook and 
try to develop our business in GMAC—and I am sure it 1s true of 
other sales finance companies—we are trying to get that business that 
is now going to the banks and the smal] loan companies possibly swung 
over to the other basis so that. we can handle it. 

I mean we look at it as the total market in which there 1s business 
available for all of us. 

Mr. Meaper. Mr. Stradella, is this not what the case is? The funce- 
tion or the purpose Is the furnishing of credit? 

Mr. SrraDELLaA. That is mght. 

Mr. Mraper. For the purchase of an automobile? 

Mr. StrapELLA. Exactly. 

Mr. Mraprer. There are different methods of doing it ? 

Mr. SrrapeLia. Right. 

Mr, Meaper. But just because a method is used, now, this way by 
one company cloes not. necessarily mean that that makes that a marker ¢ 

Mr. SrrapeLLa. You make the point I am trying to make much 
better than I do. 

Mr. Maerz. In other words, you will provide new tables covering 
only—— : 

Mr. Srranriia. Could we get those from you? Could we get it 
from the transcript 

Mr. Mauerz. You can get it from the transcript, and if there jis any 
question, Iam sure that your counsel can confer with us. ; 

Mr. Mreaprer. Mr. Chairman, may I say that I have definitely a recol- 
lection, but I have not been able to find it so far in the record, that one 
of the witnesses—and I believe it was one of the witnesses represent- 
ing the finance companies—said that on some occasions small Joan 
companies purchased paper rather than making direct loans. 

So to the extent that is true if it 1s, it would not be an accurate 
reflection of this narrower market that you are talking about unless 
those figures were also available. 

I mean I should not think it: would be quite fair to the witness to 
have him take an assumption that may not be true. 

Mr. Maverz. Mr. Chairman ? 

Mr. Stradella, may I repeat this question: 

Do you know of any instance where a small loan company has pur- 
chased an installment contract from a dealer? 

Mr. StrapELLA. I have to answer that by saying I know very little 
about small loan companies. 

Mr. Maverz. Has any instance ever come to your attention 

Mr. STRADELLA. No. 

Mr. Marerz. Wherea small loan company purchased an installment 
contract froma dealer? 
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Mr. StraDELLA. No, it. has not come to my attention. 

Mr. Maerz. How long have you been associated, sir, with GMAC? 

Mr. STRADELLA. Forty-two years. 

Mr. Marerz. And in those 42 years there never has come to your 
attention an instance where a small Joan company purchased a sales 
Installment contract froma dealer; is that right? 

Mr. StrapELLA, That is correct. 

Jam probably a very poor witness on this point, I mean, but that is 
correct as you put the question. 

Mr. Meaper. That only proves that he does not know. It does not 
prove that they do not do it. 

Mr. StriDELLA. No, it does not. 

Mr. Mraper. I think Mr. Cassat or Mr. Jones can answer that. 

The Chairman. Mr. Cassat, will you step forward ? 

Maybe you can give us the answer to that question. Will you answer 
that question ? 

Mr. Maerz. May I ask you this question, Mr. Cassat: Do small 
loan companies purchase sales installment contract from dealers? 

Mr. Cassar. Some of them purchase contracts on small household 
equipment. 

Mr. Maerz. Weare talking about automobiles. 

Mr. Cassar. But in automobiles, I don’t know. 

Mr. Maerz. How long have you been in the business ? 

Mr. Cassar, [beg vour pardon. 

Mr. Mauetrz. How long have vou been in the sales finance business ¢ 

Mr. Cassar, Thirty-seven years. 

Mr. Maverz. Have you ever heard of an instance where a small loan 
company purchased a sales installment contract froma dealer 4 

Mr. Cassar. Iam like vou here, I don't know that my testimony 
would be conclusive. 

Mr. Maerz. Tasany such instance come to your attention ? 

Mr. Cassar. sto whether it 1s being done or not ¢ 

Mr. Maerz. Has any such instance come to your attention / 

Mr. Cassar. I don’t think I know of a single case personally, to 
mv own knowledge. 

Mr. Maverz. Is Mr. Jones here / 

Mr. Jones, how long have you been in the sales finance business ¢ 

Mr. Jones. I have been in'the sales finance business for 39 years. 

Mr. Maerz. Do small loan companies purchase sales installment 
contracts from automobile dealers / 

Mr. Jones. Small Joan companies are heensed by States to make 
only loans, direct loans to the people. 

Mr. Macerz. Have you ever heard of an instance in the tine that 
you have been in the sales finance business of a small loan company 
purchasing a sales installment contract from a dealer? 

Mr. Jones. No,sir. I hve not. 

The CHarraan. This would be a good point at which to take a 
recess until 2:30. . 

(Whereupon, at 12:95 p.m.. the hearing was adjourned, to recon- 
vene at 2:30 p.m., of the same day.) 


464 AUTO FINANCING LEGISLATION 


AFTERNOON SESSION 


The .CHarrmMan. Mr. Stradella, I understand that it is agreeable 
with your counsel that we consider the balance of your statement as 
read and that it be placed in the record and that you will subject 
yourself to questions. 


STATEMENT OF CHARLES G. STRADELLA, ACCOMPANIED BY A. F. 
POWER—Resumed 


Mr. SrraDE.ia. That is correct, sir. 

The Cuarirman. Your entire statement will be placed in the record 
at this point. 

(Mr. Stradella’s statement is as follows :) 


STATEMENT 


BY 


CHARLES G. STRADELLA 


CHAIRMAN, GENERAL MOTORS ACCEPTANCE CORPORATION 


BEFORE THE 


ANTITRUST SUBCOMMITTEE 


OF THE 


COMMITTEE ON THE JUDICIARY 


UNITED STATES HOUSE OF REPRESENTATIVES 


ON 


H.R. 71 


JUNE 9, 1961 
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INTRODUCTION 


Mr. Chairman and gentlemen, my name is Charles G. 
Stradella. J am chairman of the board and chief executive 
officer of General Motors Acceptance Corporation, a wholly- 
owned subsidiary of General Motors Corporation, organized 
in 1919 under the Banking Laws of the State of New York. 

Motors Insurance Corporation is a wholly-owned 
subsidiary of General Motors Acceptance Corporation. This 
subsidiary was organized in 1939 under the Insurance laws 
of the State of New York and over a period of time took 
over the physical damage insurance business of a former 
General Motors Corporation subsidiary -- General Exchange 
Insurance Corporation, organized in 1925. The latter was 
merged with Motors Insurance Corporation in 1960 with Motors 
Insurance Corporation becoming the surviving company. 

With me is Mr. A. F. Power, General Counsel of 


GMAC and MIC. 





AUTO FINANCING LEGISLATION 467 


SECTION I 


PUPPOSE OF STATEMENT 


The purpose of this statement is to describe accurately for 
the Committee the business activities of GMAC and MIC; the relationships 
of GMAC, its subsidiary MIC, and General Motors Corporation; what the 
reiationships encompass and what they do not; and to clear up a number 
of incorrect and misleading statements concerning these activities and 
relationships. These statements have been made in connection with the 
bill under consideration, H.R. 71, and with similar bills such as S. 838 
and S. 439 introduced in the previous Congress. They have appeared in 
material published by supporters of this and similar bills as well as in 
testimony before the Senate Subcommittee on Antitrust and Monopoly in 
1559 at the time of its hearings on S. 838 and S. 839. 

It would appear that inaccurate information has also been 
furnished to some members of your Committee. The major source of such 
material would seem to be the American Finance Conference and its 
spoxesmen. 

In order to set the factual situation in accurate perspective, 


we are submitting the following statement. 


ee a 
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SECTION II 


This section describes the business of GMAC and MIC and the 
participation of GMAC in the automobile finance business. The latter 


has been the subject of considerable misinterpretation. 
THE BUSINESS OF GMAC AND MIC 


GMAC facilitates the movement of General Motors products to 
General Motors dealers and their customers by offering (1) to finance 
the distribution of new products to such General Motors dealers for re- 
sale (wholesale financing) and (2) to finance General Motors dealers’ 
instalment sales of new and used products to retail customers (retail 
financing). 

GMAC conducts its operations through more than 10,000 employes 
operating 320 branches, of which 276 are in the United States and 4 are 
in 10 other countries. Its facilities in the United States are nation- 
wide. 

It competes with commercial banks, sales finance companies, 
credit unions and any others engaged in similar activities. 

As a direct adjunct of its financing service, GMAC makes avali- 
able group creditor life insurance and group creditor disability insurance, 
both of which GMAC is willing to finance. These two kinds of insurance 
are provided by the Prudential Insurance Company and are offered by GHAC 
at the same premium costs paid by GMAC to Prudential. These coverages 


are optional and not a requirement of the GMAC time sales contract. 
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As is customary, however, physical damage insurance on the 
vehicle is a requirement in the GMAC time sales contract. The purchaser 
vho finances with GMAC may select any insurance company he wishes. If 
he so desires, the insurance may be placed with MIC » the physical damage 
insurance subsidiary of GMAC. Regardless of the insurance company 
selected, the purchaser may also, if he wishes, have the insurance pre- 
mium financed in the GMAC time sales contract. 

MIC has 2,900 employes operating 142 branches in the United 
States and 14 in paaaae It competes with other insurance companies 
vhich offer physical damage insurance, including the physical damage 
insurance subsidiaries of a number of sales finance companies. In 46 
states and in parts of Canada where it has agents, such agents seek 


business on cash sales as well as time sales and solicit renewal busi- 


ness on both. 


Concerning its relationship with General Motors Corporation, 
GMAC made the following statement to the Senate Subcommittee on Antitrust 


and Monopoly in December 1955 (A Study of the Antitrust Laws, page 4022); 


"We would like to make it entirely clear that GMAC 
stands on its own feet in all areas of operation. 

It is not subsidized or supported in any way by 
General Motors Corporation other than by capital 
funds and through sound advice from its three board 
members who are executives of General Motors Corpore- 
tion. It is not pressured in any way on its policies 
or practices by anyone who is a director or employe 
of General Motors Corporation. 


"In its association with General Motors Corporation, 
GMAC may have advantages. In all probability, there 
are dealers who are influenced by the assurance of 
continuity of service, community of interest, fair 
treatment, etcetera, which go with the association. 
Lenders are influenced by the assurance of adequate 
capitalization, sound management and conservative 
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financial policies and practices. On the other hand, 

unless these advantages were supported by the record 

of GMAC and its aggressive pursuance of sound practices, 

the association would do it little good in the eyes of 

the parties concerned.” 

This statement is still appropriate and correct. 

Being unable to prove that GMAC is directly subsidized by Geser& 
Motors Corporation in any way, the principal supporters of the legislsticr 
have resorted to an allegation that there is an indirect subsidy calied 
by them "capital subsidy" (see American Finance Conference document ertit-ed 
"A ‘White Faper' on Automobile Financing"). 

It is alleged therein that General Motors Corporation under- 


capitalizes GMAC; that it can do so without interfering with the GMéc 


borrowing capacity by implying to lenders that both General Motors cCcerp- 
ration and GMAC are behind the GMAC obligations; that, if Genera: Mecrs 
Corporation did not do this, GMAC would have to earn more money on greater 
capital and would, therefore, have to charge more for its services. Therefcr. 


they say that a form of subsidy exists. 


The facts are: 

(1) General Motors Corporation does not guarantee 
or stand behind GMAC obligations and does not 
imply that it does. 

(2) GMAC is not undercapitalized. Its capital re- 
quirements are determined by its Board after 
consultation with various lenders, underwriters, 
etc., and are maintained at whatever level is 
considered adequate to protect the investors in 
its securities. 


In the light of this, no basis for a "capital subsidy” allegatio 


exists. 
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POSITION OF GMAC IN THE AUTOMOBILE FINANCING BUSINESS 


With respect to the GMAC participation in retail instalment 
financing, there have been assertions by those who favor this legisla- 
tion which must, in all fairness, be corrected. They cite GMAC par- 
ticipation in this business out of all proportion to the actual fact. 

According to Federal Reserve Board figures, approximately 
$15 billion of automobile instalment credit was extended in 1960 by 


all sources of such credit, distributed as follows; 


Commercial Banks LE4 
Other Sales Finance Companies 23% 
GMAC 18% 


Credit Unions,Small Loan Companies, etc. 134% 


TOTAL 100% 

These are facts on record upon which there can be no disagreement. 

The percentage of automobile instalment credit extended by 
GMAC, currently 18%, has remained fairly steady for some years. 
Immediately prewar it was about 19%, compared with a peak of 31% in 
tne early thirties. 

The principal proponent of the proposed legislation, as with 
Similar proposals in earlier years, is the American Finance Conference, 
which represents only a portion of the companies obtaining the 23% of 
~otal business done by the entire "Other Sales Finance Companies" group. 
Tais association attempts to make people believe that the GMAC par- 


ticipation or share in the financing business is not only much larger 
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than 18% but also that it has increased to new heights in recent years. 
This impression is created by using, as a base, only the volume of busi- 
ness done by the sales finance companies. This disregards approximately 
60% of the retail automobile credit currently extended. The fact is that 
the Commercial Banks with 46% of the total are heavily engaged in the 
business along with Credit Unions, Small Loan Companies, Dealers, etc. 
with 13%. That both groups have increased their participation materially 
in recent years at the expense of sales finance companies other than GMAC 
has been deliberately ignored. 

By relating the fairly level GMAC participation solely to the 
declining participation of sales finance companies, including GMAC, "a 
rising percentage" for GMAC in this limited area is automatically de- 
veloped despite the fact that GMAC has not materially improved its rela- 
tive position in the total market since 1954. To repeat, the GMAC par- 
ticipation in total automobile credit extended currently approximates 
18% and it has been in this area for some years. 

It is well known that GMAC confines its activities to General 
Motors dealers. A further meaningful figure, therefore, is the position 
of GMAC in the limited area in which it operates. What percentage of 
the retail credit sales of General Motors dealers is handled by GMAC? 

In 1960 (and the figure approximates that of recent years) GMAC financed 
about 27% of the total new and used car sales (cash and credit) of 
General Motors dealers. Using the well-accepted assumption that approxi- 
mately 2 out of every 3 cars are sold on credit, this means that GMAC 


probably financed about 42% of the credit sales of General Motors dealers. 
-7T- 
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Summarizing, the position of GMAC may be clearly and accurately 
stated as follows: 
GMAC, though in business more than 40 years, currently 
a) finances approximately 184 of the total automobile 
instalment credit purchases from all automobile 
dealers, 
bd) finances approximately 42% of the automobile instal- 


ment credit purchases from General Motors dealers. 


Or let's turn it around the other way. The competitors of GMAC 
finance over 84% of all automobile instalment credit purchases and over 


55% of such purchases from General Motors dealers. 


738326 O—-61— pt 1—— 31 
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SECTION III 


This section deals with the principal allegations of supporters 
of H.R. 71, which relate to the contention that GMAC enjoys special privi- 
leges and unfair advantages, due primarily to its association with 


General Motors Corporation. 


THE ALLEGATION OF COERCION 

It is said that General Motors dealers are forced to do business 
with GMAC. 

GMAC ‘eiowe of no dealers doing business with it as a result of 
coercion by anyone. 

As far as GMAC itself is concerned, a General Motors dealer is 
free to do his financing business, wholesale or retail or both, with vho>- 
ever he chooses and to the extent that he desires. 

The dealers' freedom to choose any financing source was emphasizes 
in a statement filed by the National Automobile Dealers Association durig 
the hearings before the Senate Subcommittee on Antitrust and Monopoly in 
1959 (Hearings on S. 838 and S. 839, page 472): 

",..if the dealer can obtain a better rate from an independent 

finance company or a bank, he can take it, but if he finds DO 
better rate he can always take the very reasonable GMA rate. 
and also 

"The GM dealer can give his widieenie business to GMAC and 

then shop around for the lowest available retail rates fros 

banks and independent finance companies.” 


GMAC wholesale financing facilities are available to all Gener& 


Motors dealers who qualify from a credit standpoint whether large or sm—., 


urban or rural. Dealers can use GMAC wholesale facilities and,at the saz *> 
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give all or part of their retail financing to banks or other finance com- 
panies. Many dealers do exactly this. Witness that GMAC provides whole- 
sale financing for about 75% of the total GM shipments to dealers, while 
GMAC finances only about 27% of total shipments as retail instalment sales, 
although some 60-65% of new cars sold are bought on credit. Often a non- 
affiliated sales finance company will provide wholesale financing only if 
given a firm commitment from the dealer as to retail financing. 

Conversely, the General Motors dealers may finance wholesale 
elsewhere and use GMAC for retail financing. Finally, they may do no 
business at all with GMAC. 

Realizing that no coercion of General Motors dealers takes place, 
some state that GM dealers are subject to a special form of "persuasion" 
(sometimes called indirect coercion) by virtue of "the glitter of the five 
separate profit pockets which GMAC affords its dealers." Let us examine 
this. 


The "pockets" implied to be some special prerogative of GMAC 


(a) vetail mark-up in the price of the car 
(b>) dealer reserve for repossession loss 
(c) commissions on car insurance 
(4) repair and parts business when an insured 
car suffers damage 
(e) loading or packing of finance charges 
Mr. Paul C. Jones, chairman of the executive committee of the 
American Finance Conference, made a similar allegation in his testimony 
in 1959 (Hearings on S. 838 and S. 839, page 303). He appears to have 


been the originator of the term "profit pockets." 
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First, it is inaccurate to state that all of the "profit pockets’ 
are afforded by GMAC. The actual retail mark-up "profit pocket” is, of 
course, a determination of the dealer. Second, it is inaccurate to imly 
that the other four "profit pockets” are provided solely by GMAC-MIC. Sor 
should it be considered that there is anything sinister or abnormal about 
them. These other pockets, attributable to GMAC or its insurance subsidiary, 
MIC, are equally available to General Motors dealers from many other sources, 
including non-affiliated sales finance companies and banks. They are also 
aveilable to dealers of other automobile manufacturers. 

Let's take the dealer participation in the finance charge whethe: 
by way of "reserve" or so-called "loading." Every dealer, as an independent 
merchant, has the absolute right to establish his finance charge with the 
customer at any mutually agreed level within local legislative restrictiocas. 
Having completed the contract with the purchaser, the dealer then has the 
choice of a number of financing sources to which he may sell the contract. 
He is aware of the cost charged by each source and he can choose the souxe 
he considers most desirable and advantageous to him. The dealer is entitiet 
to and receives the difference, if any, between his charge to the purchaser 
and the discount retained by his financing source. Or, if the dealer elects 
to finance the contract himself, he retains the entire finance charge. 

In the case of GMAC and many other financing services, a portioca 
or all of the difference or dealer participation in the finance charge is 
retained for protection against losses. This is sometimes referred to as 
the "dealer reserve." This retention is paid to the dealer at regular 
intervals and becomes income to him only if it develops to be in excess 
of losses and expenses he has incurred. If there is any of the finance 


charge left after deduction of the finance company discount and provision :/ 
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"reserve," that is paid immediately to the dealer. This part of the 
difference is sometimes called "loading." These sources of income are 
inherent in all dealer-generated financing transactions. 

The situation with respect to insurance commissions is basically 
the same. Any dealer who is an agent for an insurance company and li- 
censed as such by the state may earn a commission on car insurance that 
be sells. The dealer-agent receives a fixed percentage of the premium 
es a comission in accordance with insurance practice. This practice 
applies equally to all dealer-agents, GM and non-GM, and whether repre- 
senting MIC or some other company. 

With respect to repairs, most purchasers, as a matter of course, 
return their cars to the original dealer for the required work. In case 
KOC is asked, it recommends the return of the damaged car to a dealer- 
agent, assuming, of course, that his charges are reasonable. It always 
respects the purchasers’ wishes if they elect to take their cars elsewhere. 
This is customary sales finance company-insurance subsidiary practice. 

It should be clear, therefore, that there is no special 
"persuasion" in the form of "profit pockets” solely naoyiaed by General 
Motors Corporation or GMAC or MIC for General Motors dealers. They are avail- 


able to General Motors dealers and dealers of all makes from many sources. 


ACQUISITION COSTS 


It is alleged that GMAC need not spend as mich money to acquire 


business as its competitors. This is attributed to its association with 
General Motors Corporation. GMAC has stated publicly on more than one 
Occasion that about 30% of its operating expense is accounted for by 


acquisition costs. Further, GMAC has expressed its willingness to submit 
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its figures for comparison with competitors. No specific evidence has 
been offered by competition as to its acquisition costs although Mr. Davic 
B. Cassat, president of Interstate Finance Corporation, in 1959 did test- 
ify before Senator Kefauver's Subcommittee (Hearings on S. 838 and S. 839, 
page 62) that the acquisition costs of his company were about at this 
30% level. The probability is that the acquisition costs of the non- 
affiliated companies may often be lower than those of GMAC, particuiariy 
where they make little or no attempt to compete with commercial banks 

or with GMAC for GM dealer business. In any event, competitors have 
failed to reveal any basis for the allegation. 

Charges that the acquisition costs of GMAC are lower ~bn com- 
petitors are often linked to the contentions that (1) the business of 
GM dealers is almost automatically directed to GMAC, (2) GMAC has a 
special entree to new GM dealers and (3) GMAC has lower credit investi- 
gation costs because it requires dealers to share in the function of 
evaluating credit. 

First, in order to compete for the dealers' business (primarily 
with the commercial banks), GMAC must maintain a sales force devoting 
continuous effort to the acquisition of new business. No business is 
automatically directed to GMAC. 

Second, GMAC does not have a special entree to new dealers. 
This point was covered in 4 statement made by GMAC in 1955 before the 
Senate Subcommittee on Antitrust and Monopoly (A Study of the Antitrust 


Laws, page 4023) as follows: 


"GMAC has no entree not available to others. The consent 
decree specifies that General Motors Corporation cannot 
give GMAC notice of new appointments without making the 
same information available to others at their request. 


@ 
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Actually, this information is not given to anyone by 

the car divisions so that there will be no questions 

raised as to possible violation of the decree. GMAC 

gets its information by its own efforts and contacts 

in the local area." 

Third, dealers using GMAC do generally share in the function 
of evaluating credit as alleged. GMAC believes that the dealer's judg- 
ment is very important because he is the only one who has any contact 
with the customer at the time the instalment sale is consummated. Never- 
theless, GMAC must and does assure itself through investigation that a 


sound credit base lies behind the transaction. 


PROFITABILITY OF WHOLESALE FINANC ING 

Statements have been made to the effect that the GMAC wholesale 
rates, again due to association with General Motors Corporation, are 
(1) unrealistically low and are (2) as a matter of policy, always main- 
tained at a fixed percentage below those charged by its competitors. 
Neither statement is true. 

GMAC rates for financing dealer stocks reflect the prevailing 
cost of short-term money to GMAC. Since wholesale financing is short- 
term financing, this is the proper yardstick. Short-term borrowing, in 
the case of GMAC and other larger finance companies, consists primarily 
of the sale of commercial paper, with the balance in the form of bank 
0408. Commercial paper generally carries a rate substantially lower 
than the rate charged by commercial banks. Use of the bank rate only 
or of long-term interest costs only or of a "mix" of long and short-term 
costs 1s unfair pricing. Examined on the basis of a fair "mix” of 
COmercial paper and bank loars, GMAC finds wholesale financing 42> i*s 
rates & good and profitable business. Most larger finance companies Lave 


sutd.ar Boney costs in the same area. 
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In addition to the wholesale interest rate, the general practice 
in the industry is to charge an additional fee on each wholesale trans- 
action financed. For example, GMAC collects a $2 flat charge per car. 
CIT and CCC each charge 1/8 of 1% of the invoice price of the car. 
Other compenies have varying charges. Such charges should not be dis- 
regarded in determining the profitability of the wholesale financing 
business. GMAC denies that its wholesale charges are unrealistically 
low. 

The comparative levels of wholesale rates among the principal 
financing institutions at various times were discussed at length in the 
1959 hearings on S. 838 and S. 839 before the Senate Subcommittee on 
Antitrust and Monopoly. | 

The exhibit on the following page compares the wholesale 
interest rates charged by GMAC, CIT (Commercial Investment Trust) and 


CCC (Commercial Credit Company) from 1952 to date. 
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U.S. NEW AUTOMOTIVE 
WHOLESALE INTEREST RATES 
OF GMAC, CIT AND CCC 





Effective Date 


of Rate Change 
1952 - January 1# 
- January 25 
1953 - March 9 
- May 18 
1954 - March 29 
- April 14 
- November 1 
1955 - September 1 
- December 21 
1956 - January 2 
- February 1 
- September 15 
- September 17 
1957 = October 1 
1958 - January 1 
- January 27 
- February 1 
- March 10 
- April 21 
- May 1 
1959 - February 2 
- May 14 
- June l 
- July l 
- September 1 
- September 14 
1940 - September 1 
- September 16 
- September 21 
1501 - No change to date 
# 
# 


GMAC 


4-1/2 


3-1/2 


4.1/2 


5-1/2 


4-1/2 


4.1/2 


5-1/2 


we 4B 


4-1/2 


5-1/2 


? 
4-1/2 


5-1/2 


Rates in effect as of January l, 1952. 
Month of rate change, but not exact date is kiown. 


Day of month assumed to be the sare as CIT. 
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CCC 


5* 


hex 


4-1/2* 


6* 


5-1/2* 


5* 
4-1/2* 


5-1/2 


NOTE: Data for CIT and CCC are accurate to the Lest 
of our knowledge. 
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This table shows, first, that there has been no uniformity or 
pattern in the timing of changes in wholesale interest rates and, second, 
that the variance between GMAC and other companies has not remained the 
same. On the contrary, the variance has fluctuated substantially. At 
times there has been no difference in rates (as is currently the case) and 


at other times in the last ten years such variance has been as much as lg. 


BORROWING CAPACITY AND LEVERAGE 

The proponents of this and earlier bills make much of the fact 
that GMAC can borrow more money on the same capitai and surplus than can 
non-affiliated sales finance companies. They argue that this is due to 
the ownership by General Motors Corporation and endeavor to substantiate 
their case by referring to a subordinated debt agreement which, at one 
time, did contain the provision that GMAC could borrow more by way of 
subordinated debt, as long as owned by General Motors Corporution, than 
otherwise. 

First, it should be understood that the subordinated debt 
agreement referred to, as well as other similar agreements, has been 
modified. Regardless of General Motors Corporation ownership or non- 
ownership, there is one maximum and one only. Accordingly, any GMAC 
advantage in the subordinated debt area today is not due to ownership 
by General Motors Corporation. 

Second, while it is a fact that GMAC may borrow somewhat more 
by way of subordinated debt than its principal non-affiliated competitors, 
the advantage is greatly exaggerated. GMAC may borrow up to $1.50 for 
each $1.00 of equity capital -- 67¢ by way of junior subordinated debt 
and 83¢ by way of senior subordinated debt. In the case of CIT, CCC and 
Associates, as demonstrated by their loan agreements, their capacity is $1.2) 


of subordinated debt for each $1.00 of equity capital -- 50g by way of 
ie cy ae 


AUTO FINANCING LEGISLATION 483 


junior subordinated and 75¢ by way of senior subordinated debt. 

It may be readily calculated that this advantage is one of 25¢ 
per $1.00 of equity capital which is by no means "double that of most 
independents” as has been incorrectly asserted. It is an advantage which 
the sophisticated lenders in this area of financing consider warranted by 
the record of GMAC alone over the period of years. This may be confirmed 


with them. 


It is, of course, true that the capacity to borrow more by way 
of subordinated debt in relation to equity capital creates a capacity 
“0 borrow more by way of senior debt since it increases so-called capital 
“anis. Assuming that the others had the same capital and surplus as GMAC, 
“ne total advantage to GMAC is estimated to be in the area of 124%. 

The same people leave the impression that GMAC maintains an ex- 
cessive ratio of total borrowings to equity capital (capital and surplus) 
often referred to as "leverage." Let's examine this. 

The bulk of the funds borrowed by sales finance companies are 
generally referred to as senior debt, ranking ahead of subordinated debt 
and, naturally, equity capital. The latter two, generally referred to 
as capital flunds (see American Banker May 31, 1961), are a combined 
buffer and protective cushion for senior debt holders. 

Bov let us examine the relationship of senior dett to capital 
fucds (capital, surplus and subordinated debt) at December 41, 1Y% for 


the four largest sales finance companies. 
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(1) (2) (3) (4) (5) 
Ratio 
Senior Debdt to 
Senior Debt tal Funds Capital Funds 
a “Amount  % of Total ° (Col. 1 divided 
At_12/31/ Millions Liabilities (Millions) Liabilities by Col. 3 
GMAC 4, 320 82.8 895 17.2 4.8 
CIT 1,753 76.1 552 23.9 3.2 
ccc 1,620 78.0 456 22.0 3.6 
AIC (Associates) 835 75.1 278 2k..9 3.0 


The foregoing makes it clear that each $4.80 of borrowing by GUC 
by way of senior debt is protected by $1.00 of capital funds -- a conserve- 
tive ratio by any standard. 

Referring now to the capital funds we find the following distri- 


bution among these same companies: 


Capital Funds as $ of Total Liabilities 


Subordinated 
Por = (or Capital) Preferred Common sielg 
2/31/ Total Notes Stock & us 
ee a 
GMAC 17.2 9.6 1.0 6.6 
cit 23.9 9.7 = 14.2 
ccc 22.0 9.6 - 12.4 
AIC 24.9 11.1 1.2 12.6 
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The table shows that subordinated debt accounts for about the 
same percentage of liabilities in every case, about 10%. These amounts 
are usually provided by insurance companies, pension trusts, etc. These 
sophisticated lenders do not object to GMAC having a somewhat lower ratio 
of capital and surplus to their subordinated debt stake than is the case 
with other companies. This advantage is one which, we assert, is warranted 
by the GMAC record. 

Those who complain about the GMAC borrowing capacity completely 
ignore a disadvantage which is due entirely to its ownership by General 
Motors Corporation. At the present time GMAC would qualify for approxi- 
mately $300 million of credit from the banks if it were not a subsidiary 
of General Motors Corporation. The disadvantage arises from the fact that 
loans extended by national banks and certain state banks to a corporation 
and its subsidiaries as a group are limited, by law, to a maximum of 10% 
of the combined capital and surplus of the bank. In view of this, the 
line of credit is, for practical reasons, offered by a given bank in 
total to the parent, General Motors Corporation. This is standard 
banking practice. General Motors Corporation, in turn, allocates the 
total among itself and its subsidiaries. After allocation and notifica- 
tion to the bank, each subsidiary completes its own arrangements with the 
bank on its own assurances. General Motors Corporation does not guarantee 
the GMAC obligations. 

For many years GMAC has participated in these combined lines of 
credit to the extent of only 50%. WNop-affiliated finance companies would 


hsve full 100% availability. 
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Bank credit lines are important not only in themselves but as 
a backstop for additional borrowings in commercial paper. Every sales 
finance company which sells commercial paper must keep a percentage of 
its bank lines unused as protection against the possibility of the short- 
term commercial paper buyer being unwilling or unable to renew his loa. 
Accordingly, the larger the bank credit lines the larger the potential 
volume of commercial paper that can be sold by a sales finance company. 
This loss of capacity to GMAC in the conmercial paper market is sub- 


stantial. 


BORROWING COSTS 

It has been charged that GMAC can borrow money at interest 
rates lower than can non-affiliated finance companies. Again it is 
said that this is due to its association with General Motors Corporsatios. 
These statements are not true. Let's compare the GMAC borrowing costs 
with those of other companies of size. The following table compares the 
actual average annual interest costs of GMAC and its principal competi- 


tors in the sales finance industry: 


Average Interest Costs Per Anmm 


Year GMAC CIT CCC AIC 
=e a $$ —F o 
1950 2.17 2.13 2.13 2.29 
1951 2.32 2.54 2.64 2.65 
1952 2.58 2.57 2.65 2.82 
1953 3-31 3-00 3.27 3-17 
1954 3.28 2.81 2.89 2.89 
1955 3.22 2.74 2.90 3.05 
1956 3.60 3.44 3.43 3.67 
1957 3.85 3.89 4.05 4 12 
1958 3.70 3. 34 3-59 3-59 
1959 4.26 4.Ol 4.29 4.15 
1960 4.48 4.39 4.60 h 64 


Note: Based on average of borrowings outstanding at beginning 
and end of year. 
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This table shows the similarity between the interest costs of 
GMAC and those of its competitors who borrow substantially in both the 
long-term and short-term money markets. 

The fact that GMAC average interest costs are the same or 
slightly higher than those of its competitors is due to GMAC having a 
somevhat higher percentage of the more expensive long-term borrowings. 

Significant, too, is the fact that when GMAC and one of the 
other larger companies have marketed senior debt at about the same time, 
the cost of such borpowidas has been practically identical. Further, 
the ylelds quoted from day to day on the public debt of these companies 
in the New York market are substantially the same for similar maturities. 

In 1959, Mr. L. Walter Lundell, chairman of the financing 
subsidiary of CIT, said "we will concede, and I am now talking of CIT, 
that we pay borrowing rates as low as GMAC." (Hearings on S. 838 and 


S. 839, page 342). 


PROFITS 

It has been alleged that GMAC enjoys hizher net profits than 
the average for the industry. This is only indirectly attributed by 
others to ownership by General Motors Corporation. 

There are, of course, different yardsticks for measuring 
relative profitability. Expressed in terms of percentage on capital 
acd surplus employed, the GMAC rate of net profit no doubt has exceeded 
the industry's average. The higher return on capital and surplus is, 
however, largely the result of its choice as to the arrangement of its 
capital structure. Some corporatiors, as in tre case of WAC, may prefer 


© put oe smaller amount in capital acd surpius and use sudcriinated 


- 2- 


488 AUTO FINANCING LEGISLATION 


indebtedness to provide the majority of the capital funds which protect 
senior debt. This naturally makes the same amount of net profit expressed 
as a rate of return on invested capital and surplus somewhat higher. Other 
corporations may object to borrowing a large percentage of their capital 
funds by way of subordinated debt. Those corporations may prefer to have 
a higher amount in capital and surplus, which carry no fixed charges, in 
order to channel income to themselves rather than to others. The same 
net profit expressed as a percentage return on invested capital is thus 
made smaller. 

In order to get the proper perspective on the GMAC return on 
investment, the following table compares return on the investment of the 
GMAC stockholder (General Motors Corporation) with that of the stockholders 


of other major sales finance companies since 195}: 


Net Income as % of Equity Capital 


G@uct cir ccc alc 

1954 21.2 21.2 14.9 21.2 
1955 17.8 17.6 14.3 22.5 
1956 19.0 16.8 13.5 20.3 
1957 17.6 16.2 12.9 18.7 
1958 18.7 15.4 12.1 14.0 
1959 14.9 14.7 11.9 13.0 
1960 14.8 14.3 11.6 10.9 


*#In the case of General Motors Acceptance 
Corporation, equity capital includes doth 
common and preferred stock, all of which 
is owned by General Motors Corporation. 
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The following table compares the percentage of net income to 
average earning receivables for GMAC and other major sales finance com- 
panies from 1950 through 1960. This would seem to be a fair method of 
comparison. It brings out clearly the size of the final net profit 


element in relation to the amount that the customer is financing. 


Percentage of Net Income After Taxes 


To Average Earning Receivables 
Year GMAC CIT ccc AIC 
mae. x9 x 2 S 
1950 1.8 3.4 3.2 3.9 
1951 1.8 2.7 2.8 3.3 
1952 1.4 2.5 2.4 2.7 
1953 1.4 2.5 2.6 2.6 | 
1954 1.3 2.8 2.7 2.8 
1955 1.1 2.2 2.5 2.8 
1956 1.1 1.9 2.1 2.3 
1957 dd: 1.9 1.9 2.3 
1958 1.3 2.1 1.9 1.9 
1959 1.1 2.3 1.8 1.8 
1960 121 2.1 1.6 1.4 


Note: Based on average of earning receivables 
outstanding at beginning and end of year. 


This table shows that the net income of GMAC as a percent of 
average receivables has been lower than that of other major sales fi- 
nance companies for every one of the last eleven years. This means, of 
course, that given the same amount of dollar earning receivables, the 
net income of GMAC in dollars would be considerably less than that of 
Others. For example, in 1957 when GMAC had a net income after taxes of 
$6 million it had average receivables of $4,287 million. CIT, CCC and 
Associates combined had only slightly higher average receivables of 
*,357 million. Nevertheless, their combined net income for the year 


1957 vas $87 million after taxes. 


- oh. 
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The foregoing clearly establishes the following points: 

1. GMAC participation in the automobile financing business 
is approximately 18% of the total market and about 42¢ of the limited 
market in which it operates. 

2. Any loss in competitive position by other sales finance 
companies can be attriouted to the improvement in the position of 
commercial banks and credit unions. The position of GMAC in relation 
to the total amount of automotive credit extended has remained quite 
stable. 

3. GMAC does not coerce dealers to obtain either retail or 
wholesale financing. GMAC knows of no instances where General Motors 
Corporation or anyone else is doing so. It does not rely on General 
Motors Corporation for anything except capital funds. It stands on 
its own feet. 

kh. GMAC has no especial "profit pockets" which it offers 
General Motors dealers which are not equally available to General 
Motors dealers or any other dealers from other financing sources. 

5. GMAC acquisition costs are no lower than those of other 
sales finance companies. Certainly, there is no evidence to the con- 
trary. GMAC has no special acquisition benefits as alleged through 
coercion, special entree, or low investigation costs. 

6. GMAC wholesale financing is profitable and GMAC sets its 
rates, in accordance with short-term money and other costs, in order to 
produce a profit. It does not adjust its rates to those of other sales 


finance companies or maintain a fixed variance with such rates. 


a5 
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7. GMAC has no borrowing advantage due to its association 
with General Motors Corporation and has no unfair borrowing advantage 
of any kind. Such advantage as it has, it merits by virtue of its ow 
standing with lenders. GMAC actually has some disadvantages, such as the 
reduction of its potential bank credit lines, due to its association with 
General Motors Corporation, which non-affiliated companies do not have. 

8. GMAC borrowing costs are no lower than those of its principal 
competitors. 

9. GMAC net profits expressed as a percentage earned on equity 
Capital are somewhat but not materially higher than its principal competitors 
in the sales financing industry. This is due to its employment of a smaller 
capital and surplus in relation to total borrowings. 

GMAC net profits expressed as a percentage of average earning 


receivables are substantially lower than those of the same competitors. 


It is hoped that the material presented will be helpful to the 
Committee in reaching its conclusion as to the merits and demerits of this 
bi11 and particularly that it may place the General Motors-GMAC relation- 
eabhip in its true light in so far as that relationship affects the operation 
of GMAC and MIC. 

GMAC contends that its position with General Motors dealers is 
better than that of the non-affiliated finance companies entirely due to 
the fact that in most instances GMAC offers a better service at a lower 
cost than do many of these finance companies. This appears to be confirmed 
by the fact that many banks which offer comparable or perhaps less costly 


service are very successful in acquiring business from General Motors 
dealers. 
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It is impossible to refrain from drawing the conclusion fros 
their statements that the non-affiliated companies somehow hope that, 
if divested by General Motors Corporation, GMAC will, somehow or other, 
charge more for its services and thus make it easy for its competitors 
to obtain more business. 

On more than one occasion we have quoted an observation on 
automobile financing made by the late Fred Othman, in his Washington 
colum. It seems appropriate to quote it again. He wrote, after 
listening to some of the testimony of critics of GMAC in Senate hearings 
in 1955: "I got the idea, without anybody saying it, that this biggest 
finance company was holding the line on interest charges and that if it 
weren't in business, the cost to those buying sedans on tick might be 
considerably higher.” 


Thank you very much. 
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The Cuairman. Likewise, the statement of Mr. Donner will be 
laced in the record and he likewise will subject himself to questions. 
s that agreeable? 

Mr. Power. That is correct. 

Mr. Chairman, may I ask that we be permitted to file a supple- 
mental statement? We had not had an opportunity to read the tran- 
script yesterday, and just simply on any of the points that are there, 
we would like to file a statement. 

(The supplemental statements appear at pp. 637 and 793.) 

The Cuarrman. That will be nartactly agreeable. 

Mr. Power. Thank you. 

The CHairman. However, if the committee wishes to interrogate 
you or somebody connected with your concern in connection with the 
supplemental statement, you will agree to that interrogation ? 

r. Power. That is right. We will have someone available, yes. 
I cannot guarantee that Mr. Donner or Mr. Stradella would be avail- 
able, but it would be somebody in authority and someone who would 
be informed. 

The Cuatrman. Thank you. Mr. Maletz? 

Mr. Materz. Mr. Stradella, when General Motors sells automo- 
biles > dealers, it requires the payment of cash at the factory, does 
it not ? 

Mr. Srrapetua. Those are their terms, yes. 

Mr. Matetz. Is it correct that besides providing retail installment 
credit by the purchase of dealer installment paper, GMAC also fi- 
nances fie wholesale purchase of GM products by its dealers? 

Mr. STRADELLA. Yes. 

Mr. Maerz. In other words, GMAC finances the so-called floor 
planning of the dealers; is that right ? 

Mr. SrraDELia. That is correct. 

Mr. Maerz. There was testimony before the Senate Antitrust Sub- 
committee that the independent finance companies have experienced 
considerable difficulty in obtaining approval from General Motors 
to permit them to aero wholesale financing to General Motors 
car dealers. It has been testified before that subcommittee that after 
a General Motors dealer has agreed to use an independent finance 
company for wholesale financing, necessary approval by General Mo- 
tors of the finance company anc its financial paper 1s sometimes long 
delayed and difficult to obtain. 

What is your comment on that, sir? 

Mr. Srrapeiza. I do not think that that is in my area. I just 
would not know. You see, that all happens before we get into it. 

Mr. Power. That is, a General Motors witness would have to testi- 
fy to that. 

Mr. Macerz. In other words, these questions should I take it, be 
more appropriately addressed to Mr. Donner? 

Mr. StrRADELLA. That would. I do not know about the others. 

Mr. Matetz. Is it not a fact that in 1925 GMAC initiated the prac- 
tice of setting up a so-called dealer's reserve to take care of antici- 
pated repossessions ? 

Mr. Strape.ia. Yes. 

Mr. Maerz. And is it correct that the amount of this reserve has 
always substantially exceeded the amount necessary to protect the 
dealer from their lability in case of repossession ? 
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Mr. Srrapeiia. Most of the time substantially. More recently in 
this past year it was getting fairly close to “even Stephen.” 

Mr. Matertz. Is it correct that in 1952 GMAC paid its deaiets $5,901 
out of reserves for each new car actually repossessed ? 

Mr. Srraveiia. If you are reading fro the testimony I gave be- 
fore Senator Monroney, yes, that is correct. 

Mr. Marerz. I wonder whether you could provide for the record 
the amount for each year since 1952 that GM paid its dealers out 
of reserves for each new car actually repossessed. In other words, 
could you bring your 1952 figure up to date? 

Mr. Srrapeiia. I think we can do that right now, if you would 
like it. 

Mr. Matetz. Yes. 

Mr. Strrapetia. You have them there? 

Mr. Maerz. The figure was $5,901 for 1952. 

Mr. Strrapetua. Yes. You have $5,901 and you would like to have 
them beginning with $5,901 ? 

Mr. Matetz. If you would, sir. 

Mr. SrrapEwLa. 1953, $3,499. 

Mr. Maerz. To make this perfectly clear, you are now reading into 
the record the amount GMAC paid its dealers for each yeur since 
1952 from reserves for each new car actually repossessed ? 

Mr. SrrapveEnia. It is the reserve which was set aside in that year 
divided by the number of repossessions during that year. 

Do you follow the amendment that I made? 

Mr. Materz. Yes. 

Mr. Srraveuna. 1953, $3,499; 1954, $2,026: 1955, $2,591, 1956, 
$1,282: 1957, $986; 1958, $556: 1959, $1,058; and 1960, $864. 

Mr. Materz. Directing your attention to 1952, in that year is it 
not correct. that the amount the General Motors dealer obtained from 
GMAC from dealer reserves or from the dealer reserve fund far ex- 
ceeded any credit losses which GMAC or the dealer sustained ? 

Mr. SrrapEnwa. Or in excess ? 

Mr. Maerz. Yes, excess. 

Mr. STRADELLA. Yes. 

At. least I would say it. I mean I don’t know exactly what they 
took, but I don’t think there is any question about that being so in 
that. year. 

Mr. Maerz. And isthe same situation true in 1960? 

Mr. StrapELLA. You see, we do not know exactly what the dealers 
do take themselves. The only relation we could give you 1s the losses 
which we may take on cars which we ourselves may have to sell. 

Mr. Maretz. What was the figure, again, sir, for 1960? 

Mr. Strapetia. For which year? 

Mr. Maerz. 1960. 

Mr. STRADELLA. $864. 

Mr. Maverz. And you have no way of knowing what the dealer 
loss actually was? 

Mr. Srrapentia. The dealer loss, no, I do not know. We do know. 
if we are in the same position of having to resell a car, what we 
might lose, yes. 

Mr. Marerz. I tuke it that these reserve payments to the dealers 
from the dealer reserve fund are made by GMAC to the dealer on 
a periodic basis ? 


AUTO FINANCING LEGISLATION 495 


Mr. Srrape.xa. Yes. This is the normal way. 
When the amount gets up to 3 percent of the retail receivables of 
the dealer, then we periodically pay back the excess, reducing it to the 


3 percent. 

Afr Maerz. In past years have these dealer reserve payments been 
actually an additional source of financing income for the dealer ? 

Mr. StrapetLa. Additional to what? 

Mr. Ma.erz. Have these dealer reserve payments been an extra 
source of profit for the dealer ? 

Mr. Strape.ia. Are you using profit or income? 

Mr. Maerz. Income. 

Mr. Strape.La. Income, because I don’t know whether there is a 
profit or not. I mean as a form of income, obviously anything that 
we may pay the dealer would go into his income account. 

Whether it ever gets down to profit, we, of course, do not know. 

Mr. Materz. Let us take 1952. 

Mr. Srrapenua. Yes. 

Mr. Maerz. There was payment of $5,901 to dealers for each new 
car actually repossessed. 

A substantial part of that amount represented profit to the dealer, 
did it not? 

Mr. Srrapeuia. Unless he has traded it away. You see, there are 
so many factors in the trading for the sale of the car that you do 
not know. 

I mean if he trades this all away in his allowance, why, it isn’t. 
Income, ves. Profit, finally 

Mr. Maerz. Now you state that GMAC’s acquisition costs are 
about 30 percent of your operating expense; is that correct ? 

Mr. StrapeLua. Yes. 

Mr. Maerz. Mr. Cassat, the president of the Interstate Finance 
Corp., Dubuque, Iowa, testified before the Senate Antitrust Sub- 
committee at page 399 that acquisition costs of his company are 30 
percent of his company’s entire income. Had your attention pre- 
viously been directed to that phase of Mr. Cassat’s testimony ? 

Mr. Strapeitta. Yes, ee and I want to call your attention to 
the other phase of Mr. Cassat’s testimony, and if you look on page 
2 of the same record 

Mr. Manerz. Yes, Ihave. I was going to ask you about that, too. 

Mr. Strapenca. You will find that Mr. Cassat is wrong in one place 
or the other, because he did say it was 30 percent of his total cost. 

Mr. Manerz. At page 62 Mr. Cassat, as I recall, testified that his 
Sequinition costs were 30 percent of his total costs. 

Mr. StrapeLLa. That. is correct. 

Mr. Mavetz. And at page 399 he testified his acquisition costs were 
o” percent of his entire income ? 

Mr. Strapenna. That is right. May I express an opinion as to 
Which is right ? 

Mr. Manerz. Is Mr. Cassat in the room? 

Tet us assume that Mr. Cassat’s operating acquisition costs are 30 
pervent of his entire income. 

On that hypothesis, would it not be correct that GMAC'S acquici- 
tion costs are substantially below those of independent sales finance 
rompanies suchas Mr. Cassat's ? 
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Mr. Srrape.ia. I will not make the assumption because if Mr. 
Cassat’s acquisition costs were in that order, Mr. Cassat would be 
out of business, and you can take his balance sheet and profit and loss 
statement and prove that to anyone. 

He just could not live. He would be broke because 30 percent of 
his gross income as an operating expense for acquisition alone would 
completely bankrupt him. 

Mr. Matetz. So, therefore, you conclude—— 
rs STRADELLA. I just don't want to take that assumption, that is 
all. 

Mr. Maerz. That the result is that Mr. Cassat’s testimony at page 
62 must represent the actual situation ? . 

Mr. StrapE.ua. I think it is much closer to the truth. 

Mr. Matetz. To the best of your information, is it approximately 
correct that in 1959-60 there were approximately 2,504 independent 
sales finance companies? 

Mr. Strapetia. I don’t know. 

Mr. Maerz. That information, Mr. Chairman, is obtained from a 
document captioned “White Paper” prepared by the American Fi- 
nance Conference. The information appears at page 65. 

I take it you won’t dispute the accuracy of that ? 

(The document entitled “A ‘White Paper’ on Automobile Financ- 
ing” appears at p. 233.) 

r. STRADELLA. I have no reason to challenge that at all. 

Mr. Martz. This same document states that these 2,504 independ- 
ent sales finance companies have a total of 20,602 non-General Motors 
new car dealers, and I take it again that you are not in a position to 
question the accuracy of that figure. 

Mr. Strapei.a. No, I think that is probably correct. 

Mr. Matetz. You think it is probably correct ¢ 

Mr. StrapeEtua. Pretty close. 

Mr. Matetz. And on this basis, there is a ratio, is there not, of 1 
independent sales finance office to 8 dealers? 

Mr. Strrapetia. If that is the way the mathematics work, yes. 

Mr. Matetz. Is it not a fact, however, that GMAC has 272 offices 
to serve 14,427 General Motors dealers? 

Mr. Strave.a. I think the figure was 276 in my testimony. 

Mr. Materz. 276 offices to serve 14,427 General Motors dealers, is 
that right? 

Mr. Strape.ua. If that 14,000 figure on General Motors 1s correct, 
which I imagine you have substantiated. 

Mr. Maerz. In other words, GMAC has 1 office to 53 dealers as 
contrasted with 1 office for 8 dealers so far as independent sales finance 
companies are concerned, isn’t that right ? 

Doesn’t this mean that General Motors has a very considerable 
advantage over its competitors in terms of operating costs? 

Mr. StTrADELLA. No. 

Mr. Materz. Why not? . 

Mr. StrapetLta. Which competitor are you talking about ? 

Are you taking them all asa group? 

Mr. Maretz. Iam talking about this asa complex. 

Mr. Srrapetua. I have no idea what it costs them to operate all 
those offices nor any comparative basis. 
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Let’s take what it costs them to operate their offices and what it 
costs us to operate our offices and we will be able to make some com- 
parisons and conclusions. 

I couldn’t do it from what you read. 

Mr. McCuttocu. I wonder if the independent sales finance com- 
panies finance paper other than automobile paper. I think we ought 
to have that for the record. 

I think that is very important in determining the amount of time 
that will be used in servicing a certain number of outlets for paper. 

Will that information be placed in the record later on ? 

Mr. Materz. Yes. 

Is it correct that GMAC has been able to obtain money by public 
borrowings on a basis of approximately $95 of borrowed money to 
every $5 of GMAC’s equity ? 

r. STRADELLA. Would you state that again ? 

Mr. Matetz. Yes, of course. 

Is it correct that GMAC has been able to obtain money by public 
borrowings on a basis of approximately $95 of borrowed money to 
every $5 of GMAC’s equity ? 

Mr. StravE.x. I think just for the sake of clarity that word “pub- 
lic” we use in one way and I think you mean from any source at all, 
don’t you ? 

Mr. Matetz. Yes. | 

Mr. Srrapetua. Yes, there have been times when that has been the 
relationship between the capital of the company and all other bor- 
rowers of all kinds. 

Mr. Materz. In other words, in the past GMAC has been able, has 
it not, to borrow at a ratio of approximately 19 to 1? 

Mr. Srraperia. Let’s put it this way. Its borrowings have been at 
a ratio of 19 to 1. They aren’t there now, but there was a point when 
they were, yes. 

Mr. Maerz. And is it not a fact that eta independent sales 
companies not affiliated with an automobile manufacturer had a bor- 
rowing ratio of only 6 to 1? 

Mr. Strapewa. I think they have been higher, but I am not sure. 

Mr. Matertz. This information is contained in the staff report of the 
Senate Antitrust Subcommittee. 

Do you disagree with that statement ? 

Mr. Srrapetia. Your statement is, Have they had a ratio of that? 
Your question is, Have they had that ratio at certain times ? 

I can also say we have had that ratio at certain times, too. 

Mr. Matetz. This staff report was issued in 1956, and states in part 
as follows at page 72: 

Since GMAC is able to obtain money by public borrowings on a basis of 
approximately $95 of borrowed money to every $5 of GMAC’s equity because 
of its affiliation with General Motors while independent finance companies have 
to obtain funds with which to compete on a borrowing basis of approximately 
$30 to every $5 of invested capital, it is apparent that GMAC can operate on a 
lower money rate of return and still make the same yield on its equity capital 
as any of its competitors. 

Forgetting about the conclusions, was it correct that as of 1956 
GMAC was able to borrow at a ratio of approximately 19 to 1? 

Mr. Stravetia. I think that was true; yes. 
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Mr. Maerz. What was the ratio at which GMAC was able to bor- 
row In each year since 1956 ? 

Mr. Strapetia. Whether we did borrow or could borrow ? 

Mr. Matetz. Could. 

Mr. SrraDELLA. The ratio that we could borrow ? 

Mr. Matetz. Yes, was able to borrow. 

Mr. Srrape.ia. I don’t know how you determine such a thing as 
able to borrow. 

You mentioned 19 to 1. 

I don’t know, maybe we could borrow 30 to 1. 

Mr. Matetz. Could you give the committee the actual borrowing 
ratio for each year since 1956? 

Mr. Srrapewua. I would be glad to. If we haven’t we certainly can. 

And I want to make a great distinction between what the people do 
and what they can do. I mean these other companies may not borrow 
as much as we, but it may be perfectly possible that they can do it a 
lot better than they actually do it. 

Mr. Maerz. Could you supply to the subcommittee the following 
information: 

The figures for each year beginning in 1956 showing if such in- 
formation is available, the—— 

Mr. StrapELLa. On GMAC, you mean? 

Mr. Maerz. GMC’s potential borrowing ratio, and, secondly, its 
actual borrowing ratio. 

Mr. Strape.ia. I can’t answer potential borrowing ratio. 

I don’t know. 

Mr. Maerz. Then you will provide information with respect to 
the actual borrowings ? 

Mr. Strapetia. Actual, yes, we can do that, GMAC, and that ratio 
is borrowings, what we call in the trade capital funds or borrowings. 
to what. we call in the trade equity capital ? 

Mr. Marerz. That is right. 

Mr. STrRADELLA. Which? 

Mr. Maerz. Could you supply that information for both ? 

Mr. STRADELLA. Yes. 

(The information referred to appears at p. 587.) 

Mr. Maerz. Your statement before the Senate Antitrust Subcom- 
mittee indicated, did it not, that GMAC, by virtue of its affiliation 
with General Motors, had power to borrow 200 percent of its equity 
capital through issuance of subordinated notes while CIT, the lares 
of the independent. sales finance companies, had the power to borrow 
only 125 percent of its equity capital in the form of subordinated in- 
debtedness; is that true? 

Mr. StrapvE..a. That is my statement at that time; yes. 

Mr. Maerz. That was your statement as of when, as of 1959? 

Mr. Strapetia. The document. you have there, yes, 1959. 1 gather 
you were reading 

Mr. Maverz. As of 1959 it. was correct, was it not, that under the 
borrowing arrangement which GMAC had with various lendiny in- 
stitutions, GMAC could borrow more by way of subordinated de! 1 so 
long as it was owned by General Motors than if it) were ne. = 
affiliated ? : 

Mr. StrRADELLA. By way of subordinated debt; yes, that is correct 





AUTO FINANCING LEGISLATION 499 


Mr. Maerz. And for how long did such arrangements continue as 
between GMAC and lending institutions? 

Mr. Srrapewua. They continued for all practical purposes until 
about February of 1960. 

Mr. Matetz. When were such arrangements initially entered into? 

Mr. Srrapevia. The initial arrangement, the first time there was 
any such clause, was in 1953. 

fr. Materz. 1953? 

Mr. STRADELLA. 1953. 

Mr. Matetz. Now, you indicate in your statement that this sub- 
ordinated debt agreement has been modified ? 

Mr. StraDELLA. That is correct. 

Mr. Maerz. And I think that you just testified that 1t was modi- 
fied in February of 1960? 

Mr. Srrape.tua. For all practical purposes that was when we 
changed agreements. We did not complete the technical modifica- 
tions of all the documents until some time later, but, having taken 
the step with an issue we brought out at that time, it, in effect, had 

Mr. Mauerz. Could we have a copy of this modified subordinated 
debt agreement ? 

Mr. STRADELLA. Certainly. 

Mr. Matetz. Or could you supply it for the record ? 

Mr. SrrapE.ia. We will supply it for the record. 

(The information referred to appears at pp. 587 and 635.) 

Mr. Matertz. Under this modified subordinated debt agreement, 
can GMAC still borrow up to 200 percent of its equity capital through 
issuing subordinated notes? 

r. STRADELLA. It cannot; no, 

Mr. Maerz. What is the amount it can borrow ? 

Mr. StrapDEuua. 150 percent. 

Mr. Matetz. 150 percent ? 

Mr. Srrapetua. That is actually, that is shortcutting it a little bit, 
but that is the net effect of it. There are two different types of issues, 
but putting them together that is the effect. 

Mr. Maerz. What was the reason for effecting this modification 
of the subordinated debt agreement ? 

Mr. Srrapeuya. I would say that it was the testimony of Paul 
Jones back in 1959, which brought out the fact that it looked a little 
silly to say that we were trying to stand on our own feet when that 
particular clause was in there, so we decided to get rid of it. We, of 
course, never made use of it. 

The Cuarrman. And you do feel that hearings sometimes before 
a congressional committee may be of great help to you ? 

r. STRADELLA. I do, sir. 

Mr. Materz. Under this present subordinated debt agreement, you 
can borrow up to 150 percent of your equity capital ? 

Mr. StrapDELLA. That is correct. 

Mr. Matetz. Is it not correct that your largest competitor, CIT, 
can borrow only up to 125 percent ? 

Mr. SrrapEuua. That is correct. 

Mr. Mauerz. Of its equity capital ? 

Mr. Srrapetia. That is correct. 

By the way, I covered this at some length in my statement. 

Mr. Matetz. Yes. 
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I think you concede in your statement, do you not, that vis-a-vis, 
your sales finance competitors, GMAC has an advantage in its borrow- 
ings through the use of its subordinated debt ? 

Mr. Strrapetita. Yes; of approximately 12 percent, I think the 
figure is. 

The CHarrRMAN. That is a consequential advantage; is it not? 

Mr. SrrapeEtua. Yes; it is a good advantage, but it is one which 
we think we are entitled to compared to our competitors. 

The Cuarrman. It is a bigger advantage than CIT or CCC has! 

Mr. SrravEtia. Against sick other, you mean ? 

The Cuarrman. And it is even a greater advantage that GMAC 
has over competitors that are not as large as CIT or CCC; is that 
correct ? 

Mr. Strapewia. If you search it, you will find some that have better 
arrangements than even Commercial Credit and CIT. I don’t think 
you can make a broad statement on it, Mr. Chairman. 

Mr. Materz. Would you tell the subcommittee what the ratio in 
1959 was as between GMAC’’s total debt and equity capital ? 

Mr. StTRADELLA. Total debt and equity capital? For 1959? 

Mr. Matetz. 1959, and I was going to ask you the same question for 
1960. 

Mr. STRADELLA. 12.5. 

Mr. MAtetz. 12.5 to 1? 

Mr. STRADELLA. 12.5. 

Mr. Matertz. That is the ratio for 1959? 

Mr. STRADELLA. For 1959, that 1s correct. 

Mr. Matetz. And what is the ratio for 1960? 

Mr. StRADELLA. 1960? 

Mr. Matetz. Yes, sir. 

Mr. STRADELLA. 12.2. 

Mr. Matetz. At the present time what is the total amount of GMAC 
bank lines of credit ? 

Mr. Srrape.ia. In the United States, that 1s $807 million as of De- 
cember 31. 

Mr. Maerz. What is the combined total bank lines of credit of 
General Motors and GMAC from which General Motors allocates 
credit lines to GMAC? 

Mr. Srrapetia. I don’t want to speak for Genera] Motors because 
they are the ones that do the allocating. I would deduce from what 
I have said in my testimony that if they are giving us 50 percent— 
and I have stated that there is $300 million that we lost out on becaus 
they retain 50 percent—I would say that then the total lines with theee 
particular banks, those National banks or State banks which have the 
restrictions, would be some #600 million. 

The CuarrMan. But that means that GMAC gets 50 percent of the 
total borrowings of General Motors for all of its operations of af- 
filiates ? ; : 

Mr. Srrapetia. No, no, it does not. It means that with certain 
banks, primarily national banks, their total line must be divided be- 
tween the parent and all its subsidiaries, the usage of the credit must 
be divided among the subsidiaries, whereas with State banks and other 
banks, they can give their full limits both to General Motors and to 
GMAC. 
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But. the total of permissible line in the national banks must be di- 
vided among the subsidiaries. General Motors arbitrarily keeps 50 
percent for themselves, and we get the other 50 percent. Now, that 
restriction, of course, does not apply 

The CHarrman. That is, national bank borrowing? 

Mr. StrapELLA. Primarily national banks, yes. 

The CHarrMAan. What about money in the commercial market ? 

Mr. StraDELua. In the market? That has no effect on that at all. 

The CHarrMANn. None whatever? 

Mr. Strapevita. No. This is purely on bank lines, and that means 
if we were independent of General Motors, we would, of course, get 
$600 million, using those figures, as compared with $300 million we 

et now. 
Mr. Maerz. I am a little curious as to why the 50 percent figure was 
selected. Cannot General Motors at any time raise this percentage 
figure to 59, 60, 65, 75 or even 100 percent if it so desires? 

Mr. Srrapewua. I think you should direct that to General Motors. 

Mr. Maerz. What is your opinion on that ? 

Mr. StrrapeLLa. You mean could that happen, is it permissible? 

The CHAIRMAN. Yes. 

Mr. STRADELLA. It is permissible, yes. 

Mr. Materz. General Motors would have that discretion, would it 
not? 

Mr. Srrape.ia. It would have discretion. It might not be the best 
thing. 

Mr. Materz. To raise it to any figure they desire, is that correct? 

Mr. SrrapELLa. You mean to say, could they give us the whole line? 

Mr. Materz. Certainly. 

Mr. Strape.ua. I suppose they could if they felt that they could 
do without it. 

The CHamman. They are not likely to, but they could. 

Mr. Srrapewua. I do not think there is any restriction on them. 

The Cuarrman. If they could, and I think they can, that means that 
the great credit facilities of General Motors can inure to the benefit of 
General Motors Acceptance Corp. ? 

Mr. Strapewtia. No, I do not think that follows. I mean if we were 
not part of General Motors, I am quite sure that we could get all of 
that money anyway. So that we are not using General Motors. As 
a matter of fact, the point is that we are restricted by our association 
with General Motors. 

The CHarrMan. I take it General Motors is very prudent and does 
not want to give you, say, more than 50 percent. But the power is 
there and they could do that at their will. 

Mr. StTrape.ua. Yes. 

The CHarman. And therefore, the power lies in that situation 
whereby there could be allocated to the General Motors Acceptance 
Corp. all the traffic that their credit can bear? 

Mr. STRADELLA. But we would get that on our own. 

The Cuatrman. Even 100 percent ? 

Mr. Strrape.tua. We could get that money on our own were we not 
part of General Motors. 

The CHatrMan. That is not the point. The point is that General 
Motors can stand beside you and help you to that very marked degree. 
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Mr. Strrapeiua. No, they are not helping us. They are hurting us 
by keeping back 50 percent. 

The CuairmMan. The time will come when they may want to help 
you when you may need the help and then they are there to do it. 

On page 7 of your statement, the next to last sentence: 

This means that GMAC probably finances about 42 percent of the credit sales 
of General Motors dealers. 

About how many cars does that represent ? 

Mr. Strape.ua. I will get that figure for you. This is both new 
and used. 

The CHairMaAn. You will have that for us? 

Mr. SrrapDELua. Yes. 

ao CuHairRMAN. How much does that represent in dollars and 
cents 

(The information referred to appears at p. 586.) 

Mr. STRADELLA. I will have to work that out, too. 

The CuarrMan. Now, in your statement 

Mr. SrrapeEvua. If you would like our annual volume of business 
in retail financing, I can give you that. 

The CHairMan. Specifically, I would like to know what that 2 
Sala of credit sales to General Motors dealers represents in num- 

ers of cars and in dollars and cents. 

Mr. Srrapeuia. In dollars and cents, to answer your question this 
way, the retail volume of GMAC in 1960 was $4,202 million. 

The CHairMan. $4 billion ? 

Mr. Srrapewia. $4,202 million. 

The CuarrmMan,. On page 13 near the bottom you say: 


No business is automatically directed to GMAC, 


On what do you base that “no business is automatically directed”? 

Mr. Strape.ua. There was a statement made to the effect. that busi- 
ness was automatically directed to GMAC, and I am merely denying 
that statement, sir. 

The CxHarirMaN. Is it actually true, as you seem to indicate at the 
bottom of page 13 and the top of page 14, that— 

GMAC has no entree not available to others. The consent decree specifies 
that General Motors Corp. cannot give GMAC notice of new appointments with- 
out making the same information available to others at their request. Actua'ly, 


this information is not given to anyone by the car divisions so that there will 
be no questions raised as to possible violation of the decree. 


Is it actually true that no notice is given with reference to newly 
appointed dealers toGMAC? 

Mr. Strapeia. That is correct. 

The CHatrMAN. No information is indirectly given ? 

Mr. Srrapenia. We dig it out. 

The Cuatrman. I beg your pardon? 

Mr, StrapELLA. Our own people dig it out. 

The CuatrMan. They dig it out ? 

Mr. Strapetua. They dig it out. 

The CHARMAN. Are they given any leads to dig it out? 

Mr. Strapenia. Not that anvone else does not. have. 

The Cuvurwan. On page 16 you give the comparative firures b- 
tween GMAC and Commercial Credit Corp. What about some of 
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the Other companies? Would the figures be changed in any way for 
those other companies ? 

Mr. StrapELuLa. I do not know, Mr. Chairman. I would say that 
from our experience, these are the lower ones, and it is very hard actu- 
ally for us to determine the wholesale financing rate of many of our 
competitiors. These we cannot find out. But I would say that gen- 
erally speaking they would be at least as high, if not higher, if that 
is of any value. 

Mr. Maverz. You indicate in your statement that GMAC is not 
pressured in any way on its policies or practices by anyone who is a 
director or employee of General Motors Corp.; is that right? 

Mr. SrraDELLA. That is correct ? 

Mr. Maerz. It is a fact, is it not, that GMAC is wholly owned by 
General Motors?, 

Mr. SrrapeELLta. That is correct. 

Mr. Maerz. General Motors owns 100 percent of the stock of 
GMAC? 

Mr. StraDELLA. That is correct. 

Mr. Maerz. How many directors does GMAC have? 

Mr. Srrapetta. GMAC has 12 directors. 

Mr. Maerz. How many are directors of General Motors? 

Mr. SrrapELLa. Three, including myself. 

The CHarrMANn. Will you name them all. 

Mr. Srrapetta. Mr. Frederic Donner, Mr. George Russell, and I, 
Charles G. Stradella. 

Mr. Matetz. Who appoints the directors of GMAC? 

Mr. Srranetya. They are elected by the shareholders of the com- 
pany, the General Motors Corp. —— 

The Crairman. Isn’t General Motors the ee force? 

Mr. Strapecia. Yes, that is what I said, elected by the sharehold- 
ers of General Motors Corp. 

Mr. Maerz. General Motors stockholders elect ? 

Mr. Strapetta. General Motors Corp. 

Mr. Maerz. General Motors Corp. 

Mr. SrrapEtia. That. is right. 

Mr. Marrerz. Selects the directors of GMAC? 

Mr. Srrapeira. That is correct. 

The Ciaran. That means very likely Mr. Donner or an execu 
tive committee presided over by Mr. Donner selects the directors of 
GMAC? 

Mr. Srrapeiia. The people, whoever they are, that Genera 
designates to do that, yes. ee 

Mr. Maerz. In ai ais General Motors designates the direc- 
tors of GMAC, is that. correct? 

M dene That is correct. General Motors is the stockholder 
and elects them. : 

The CuatrmMan. For all intents and purposes. General sletas es 
all the stock of GMAC. General Motors actually appoints the air 
torsof GMAC? 

Mr. Strapenia. That is right, absolutely. 

Mr. Maerz. And is it your testimony 
not control the policies of GMAC? 

Mr, Srrape.ta. That is right, as I said. 


1] Motors 


that General Motors does 
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The Cuarrman. Again, how many directors—— 

Mr. StRADELLA. Or shall I read it exactly ? 

I said it is not pressured in any way on its policies or practices by 
anyone who is a director or sniploves of General Motors Corp. 

he CHarIRMAN. In other words, how many directors are there, 
again of GMAC? 

Mr. Srrapetua. There are 12. 

The CuHarrMan. Twelve. 

And those 12 directors are appointed by the General Motors Corp? 

Mr. StraDE.xia. That is right. 

The CnHarrman. And General Motors, therefore, appoints the direc- 
tors to GMAC, General Motors owns the entire stock of GMAC, and 
still you say that General Motors does not direct the policies of 
GMAC? 

Mr. Strapewia. I didn’t say that. I said that General Motors— 
I will read it again: 

GMAC is not pressured in any way on its policies or practices by anyone who 
is a director or employee of General Motors Corp. 

Mr. Matetz. Mr. Chairman? 

Would it not be more accurate and informative to say that by 
virtue of 100-percent stockownership by General] Motors the policies 
and practices of GMAC are wholly dictated by General Motors? 

Mr. StrapDE.tia. That would not be true. 

The CHarrman. What? 

Mr. StrrapEtia. That would not be true. 

The policies are decided by the board of directors of General Motors 
Acceptance Corp. 

Mr. Materz. All of whom are appointed by General Motors? 

Mr. Srrapetia. All of whom are appointed by General Motors. 

The Cuatrman. And if General Motors Corp. were dissatisfied with 
the policy laid down by the board of directors of GMAC, which it 
appenns it could change that board of directors any time it wishes? 

r. STRADELLA. I would say it has the power to change the board 
any time it wishes. 
don’t think you could take that away. 

The CuarrMan. I am afraid that I can’t be so naive as to believe 
that General Motors doesn’t control the destiny and the policy of 
GMAC. Ican’t conceive of that. 

Since they own all the stock, they appoint all the directors, they 
stand behind it, and the fact that they are the parent company gives 
GMAC a decided advantage you will admit. It may not be as great as 
some of the detractors of your company indicate, but there is that 
advantage. 

Considering all those factors, it would be incredulous to say that 
they don’t control. 

I can’t believe that. 

Mr. Strrapriia. Mr. Chairman, I can only say this: that we have 
a board of directors, yes, elected by the stockholders of the General 
Motors Acceptance Corp. I have attended very many meetings of 
those boards, and those boards are independent. deciding boards. 

The CnHatrman. For whose interest do you as directors of GMAC 
work? Do you work in the interests of the stockholders of GMAC: 
Who are those stockholders ? 
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General! Motors. 

Therefore, you work in the interests of General Motors. 

Mr. Srrapetia. That is one of them. We also work for the inter- 
ests of our employees. We also work for the interest of our dealers, 
our customers. 

The Cuarrman. But you are in business for profit. 

Mr. StrapELua. We are in business for profit, that is right. 

The Cuartrman. And if you make a profit that inures to General 
Motors—how much was the profit last year? 

Mr. STRADELLA. $52 million. 

The Cuatrman. And what was the profit the year before that? 

Mr. StRADELLA. 45, I believe. 

The CHarirman. And the year before that ? 

What was the percentage on the net worth, that is profit ? 

Mr. StrapEtua. I have it in my statement. 

In 1960 it was 14.8 percent, and in 1959 it was 14.9 percent. 

The CuHamman. Is that after taxes or before? 

Mr. Strapeua. After taxes. 

Mr. McCctiocu. I want to ask this question. 

Mr. Stradella, do you know whether CIT or CCC have been able 
to secure all the edit needed to take care of the business that they 
have been able to secure? 

Mr. StrRADELLA. From my conversations with their officers and some 
of the directors, I would say there was no question about it. 

Mr. McCuuiocu. They have been able to secure enough credit ? 

Mr. SrrapeLua. They are very proud of their ability and Mr. 
Lundell testified—and this is, again, in my statement—that as far 
as they are concerned, they could borrow money just as cheaply and 
as well as we could. 

Mr. McCutvocu. Do I understand you to say that they have been 
able to borrow money as cheaply and in quantities sufficient to meet 
their needs as GMAC has? 

Mr. STRADELLA. Yes. | 

The first statement Mr. Lundell made himself about the cheapness; 
the second statement, I am sure I can assure you without any fear 
of contradiction that they have been able to get all the money that 
they have wanted. 

Mr. McCuttocu. One further question that has some bearing on 
the matters which were asked you by the chairman. Who determines 
the general level of profit that is satisfactory in the operation of your 
business before you pass on to the borrower the benefits that otherwise 
would increase your profit ? 

Mr. Strape.ua. I would say the competition does that. 

Mr. McCutiocw. The competition ? 

Mr. StraDELLaA. The competition. 

Mr. McCutiocnu. You do not arbitrarily determine that by your 
board of directors, then ? 

Mr. StraDELLA. Oh, no, you can see the results. I mean they va 
from 20 percent to 14.8 percent. That is in the statement as well. 
I don’t think you could do it. I mean you have varying money rates 
all the time. 

You can’t just change your method of operating or your rates to 
your dealers with each change in the money market. It just would 
not be practical. 

73326 O—61—pt. 1_— 33 
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Mr. McCcuttocu. Over a period of a year you have certain targets, 
do you not? You are able to estimate generally what the cost of your 
credit is going to be? 

Mr. STRADELLA. Fairly closely, yes, although we have these ups and 
downs, as you know only too well, which you don’t always foresee. 

Mr. Crastree. Mr. Chairman, may I ask a question. 

Mr. Stradella, during the Senate hearings in 1959, Mr. Yntema 
from the Ford Motor Co. testified that Ford was going to go back 
into the financing field, and that it would be a slow process, but that 
it would first go into the areas where Ford dealers were at a competi- 
tive disadvantage, because they were unable to obtain rates comparable 
to those that General Motors dealers obtained from GMAC. 

Do you know whether or not Ford has gone into any of those areas, 
and whether or not it has made any difference on the rates that have 
been charged ? 

Mr. StrapvEuia. I don’t know of my own knowledge, but I have been 
told that that is true by one of the Ford Credit Co. men. They have 
gone into certain places. I think that you had better ask them, but 
I have been told that. 

Mr. McCuttocu. Is Ford Motor Credit Co. paper all recourse 
paper ? 

Mr. Strape.ua. That, I do not know. 

Mr. McCciiocn. Yours is all recourse ? 

Mr. StrraDE.ia. No, ours is not all recourse. 

We have about between 20 and 25 percent that 1s nonrecourse paper. 
What the percentage of Ford’s is, I do not. know. 

Mr. McCuu.ocu. How do you determine the type of paper that is 
recourse paper and that which is not? 

Mr. StraDe.ua. It is just a question of competition again. Where 
we have to do nonrecourse business to do business, we do it. We 
prefer the other. 

Mr. Craptree. Just one further question. 

Mr. Yntema also speculated on what. would happen in the event 
GMAC were divorced from General Motors, and I quote; he said this, 
in part: 

I think GMAC could make more money than it is now making by charging a 
higher rate, and I think that in the long run there would be a great temptation to 
do that. That is the way the other independent finance companies, by and large. 
operate. 

And then skipping down some, and by the way, this is on page 213 
of the hearings, continuing: 

I think maybe 10 years from now, after GMAC has begun to behave more and 
more like a typical finance company, that our competitive disadvantage with Gen- 
eral Motors would more or less vanish, but the consumer would be worse off. 

Would you care to comment on that, sir? 

Mr. SrrapELLA. You mean on whether Mr. Yntema is right or not? 

Mr. Crasptrer. Well, what would happen in the event GMAC were 
divorced from General Motors. 

Mr. Srrapeiia. I don’t think you can say. You don’t know who 1s 
going to own the company, what its board is going to be, what its pol- 
icles are going tobe. I don’t think youcan. 

It is perfectly possible that he is right. It is very speculative. I 
mean you just don't know enough. 
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Mi. MeCuanoc: . It would depend, in part, on whether the charges 
were to be based upor all the trathe would bear ? 

Mir, SikADELLA. ENi ctly. 

Mr MeCunrocu. Or v hether or not there were other matters that 
were affecting the rate 

Mr. Srrapenca. Exactly. It would depend on the policy of your 
board and your management, whoever that might be at that time. 

Mr. Crantrre. Just one further question, sir. 

There has been a great deal said about whether or not General 
Motors exerejses any influence over GMAC. It is true, is it not, that 
GMAC isa part of the integral sales operations of General Motors? 

Mr. Srrapetia. I don’t think I could say yes to the way you phrase 
that question. 

Mr. Cranrrer. Then would you care to answer it subject to your 
own modifications ? 

Mr. StrapELua. No. I would rather you—you might ask Mr. Don- 
ner. I don't think I could answer that the way it was phrased. 

You mean, do we assist and help General Motors dealers sell cars? 

Mr. Craptrer. I am trying not to answer the question myself, but 
that which I was wondering 

Mr. Strapenca. Is that what you mean by your question ? 

Mr. Crantree (continuing). Is whether or not GMAC exists in 
order to render a service which is a part of the overall selling opera- 
tion of General Motors? 

Mr. Strapeiia. Oh, yes, that was why it was formed, to supply a 
service that was missing way back in the early days. 

Mr. Craprree. Now, then, if (; MAC were to be spun off, would it 
still exist for that purpose ? 

Mr. StTRaDELLA. That, again, is a question, a speculative question 
which the management and owners, I would think, would decide at 
that time. 

Mr. Craprree. Thank you. 

Mr. Rogers. Thank vou, Mr. Stradella. That completes your test}- 
mony and we appreciate vour coming. 

The next witness will be Mr. Frederic Donner. 





STATEMENT OF FREDERIC G. DONNER, CHAIRMAN. GENERAL 
MOTORS CORP., ACCOMPANIED BY GEORGE RUSSELL. EXECUTIVE 
VICE PRESIDENT, AND A. F. POWER, VICE PRESIDENT AND GEN. 
ERAL COUNSEL, GENERAL MOTORS CORP. 


Mr. Dosxer. Iam Mr. Donner and I have with me Mr. Russell, 
who is executive vice president of finance, General Motors, and I arn 
asking Mr. Power, who is our general counsel and vice president, to 
te with me also. 

I submit my statement for the record, as was sugyested by the chair- 
man at the opening of the afternoon session. : 

(The complete statement of Mr. Donner follows :) 
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Mr. Chairman, my name is Frederic G. Donner. I am Chairman 
of the Board of Directors and Chief Executive Officer of General 
Motors Corporation. With me are Mr. George Russell, Executive 
Vice President - Finance and Mr. A. F. Power, Vice President and 
General Counsel of General Motors. 

General Motors has been invited to appear before this Committee 
to testify regarding H.R. 71 which would prevent manufacturers of 
wotor vehicles from financing and insuring the sales of their products. 
General Motors welcomes this opportunity again to set forth the reasons 
for its opposition to such proposed legislation. 

In the interests of brevity and to avoid repetition, many of 
the points already made in the GMAC statement have been omitted in 
this statement. 

Summary of General Motors' Position 

General Motors' reasons for opposing the legislation under con- 
sideration by this Committee may be summarized as follows: 

1. The proposed bill represents discriminatory legislation 

in a most extreme form. Ostensibly aimed at a group of 
manufacturers in a single industry -- the motor vehicle 
industry -- its target avowedly is General Motors. Its 
enactment would set an unsound and dangerous legislative 
precedent which would have a much broader and damaging 
effect eventually on all industry. Its objective is to 
prevent General Motors and other motor vehicle manu- 
facturers fram engaging in normal and iawful functions, 
universally recognized as desirable and necessary adjuncts 


to the manufacture and sale of major durable produ:ts. 
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The legislation has the sponsorship of certain sales 
finance companies who apparently wish to insulate them 
selves from the rigors of effective and fair competition. 
They are not content with the safeguards of the existing 
anti-trust laws under which all industries in interstate 
commerce operate. Rather they seek the additional protec- 
tion of selfserving, special legislation. 

The supporters of this legislation were unable to demon- 
strate at the 1959 Senate Subcommittee hearings dealing 
with similar bills that dealers or ultimate purchasers of 
motor vehicles would be benefited if such legislation were 
passed. Now in 1961, the further and equally unsupportable 
claims are made that passage of the legislation would not 
only increase campetition in the automobile industry and 
reduce automobile prices but would bring back full employ- 
ment to the industry and increase exports. There is no 
basis for such conclusions. The fact is that the proposed 
legislation could more probably be expected to have the 
opposite effect. The result could well be higher finance 
charges for both dealers and retail purchasers. This, in 
turn, would tend to increase the over-all cost of motor 
vehicles to consumers and hence reduce sales and employment. 
Sponsors and supporters of the legislation assume the obvi- 
ously false premise that free competition does not exist in 
the motor vehicle industry, that General Motors occupies 4 


monopoly position in the manufacture and sale of motor 
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vehicles and that GMAC likewise occupies a monopoly 
position in the automobile sales finance field. These 
assumptions are not supported by the facts. 

5. The legislation would not benefit motor vehicle dealers; 

nor would it benefit their customers or the public. QO 
the contrary, it would deny to all of them the lavful 
and legitimate benefits resulting from the exercise by 
manufacturers of this normal business function. 

Facts about Automobile Financing 

Institutions of many kinds other than sales finance companies 
engage in and do most of the financing of the retail sales of auto- 
mobiles. These include cammercial banks, credit unions, small loan. 
companies and automobile dealers themselves. 

There are two categories of sales finance companies. The 
“factory-affiliated” sales finance company is a manufacturer's sub- 
sidiary which provides a financing service for products sold by 
dealers franchised by the parent corporation. A campelling reason 
for the manufacturers to provide financing assistance is to facilitate 
the sale of their products by assuring to dealers and their retail 
customers @ continuing financing service with high standards and low 
costs that is readily available everywhere, and that will be concerned 
with the goodwill of the customers who are buying the manufacturer's 
products. 

In the autamobile industry General Motors and Ford have subsidiaries 
engaged in passenger car sales financing; viz., General Motors Acceptance 


Corporation and Ford Motor Credit Company. American Motors has a sales 
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finance subsidiary, Redisco, that at present is engaged princi- 
pally in the financing of such household appliances as refrigerators, 
electric ranges, laundry equipment, freezers and room air condi- 
tioners. Recently, however, Redisco announced financing of 
leased fleets of passenger cars. It is reported that there are 
at least 125 finance companies affiliated with manufacturers of 
encauete other than motor vehicles. Examples include General 
Electric Credit Corporation, Westinghouse Credit Corporation, 

RCA Credit Corporation, Sears Roebuck Acceptance Corporation, 
Caterpillar Credit Corporation, Allis-Chalmers Credit Corporation, 
John Deere Credit Corporation and many others. 

The second category of sales finance company is the “non- 
affiliated" company that is not associated with a manufacturer, 
and generally solicits business from any and all dealers. 

Sales finance companies, as well as banks, credit unions 
and other sources of dealer and consumer credit, perform the 
essential economic function of gathering funds in large amounts 
in the form of capital and borrowings and making them available 
generally in small amounts to those unable to purchase major 
durable goods for cash. Their financing charges reflect the 
cost of the funds borrowed, operating expenses, provisions for 
credit losses and a provision for profit. 

The business of financing the sale of automobiles is divided 
into two categories. The first category has to do with the financing 


of the car inventories carried by the dealer, usually referred to as 


or eee 
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"wholesale" financing. This financing which is very important to 
the dealers furnishes the dealer with the funds to pay the manu- 
facturer for a car at the time the dealer purchases the car and 
before the dealer sells it and receives payment for the retail sale. 
Second, is the retail side of the business. This is important 
to the general public as well as the dealer. When a dealer sells 
@ car, he may negotiate an instalment sales contract with the 
purchaser for a portion of the purchase price of the car. He may 
hold the contract, as many dealers do, or discount it with a bank 
or @ sales finance company. In some instances, the car purchaser 
may deal directly with a lending institution -- generally a 
commercial bank or credit union. Approximately two out of three 
cars are bought on credit. At the end of last year there were 
some 14 million retail automobile accounts. About $18 billion of 
retail automobile instalment credit was extended in 1960 in the 
United States. 
About 46 per cent of this retail automobile instalment credit 
was extended by commercial banks. GMAC accounted for 18 per cent 
and other sales finance companies for 23 per cent. The balance of 
13 per cent was accounted for by credit unions, small loan companies, 
etc. 
Why GMAC Was Formed 
General Motors Acceptance Corporation owes its origin to a 
basic need to provide an adequate and reliable financing service 
for General Motors dealers and their customers on a nation-wide basis 


at @ reasonable cost. 
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In the early days of the industry, automobiles were regarded 
as a luxury, an expensive toy or as equipment for a form of sport -- 
in other words, a pleasure vehicle. They were produced in limited 
quantities because the market was restricted primarily to people of 
means who paid for them outright. 

_ By the end of the first World War two things were happening: 
the utility of the automobile had become established, and spendabdle 
income of people in the middle and lower income groups was increasing. 
Many people desired to provide their own transportation for both 
business and pleasure purposes and were interested in purchasing 
automobiles. In many instances, the buyer could not make full pay- 
ment for a car in cash, but he was able, financially, to purchase 
one on a monthly payment plan. Dea.ers, however, did not have the 
capital to provide this service for prospective customers. In fact, 
in many cases they did not have the capital to finance their own 
growing inventories of new and used cars. 

Bank facilities were not available to provide credit for the 
dealer and the consumer in this new field. The few then existing 
sales finance companies, which had come into being after the turn 
of the century to finance accounts receivable of certain manu- 
facturers and retailers, began to finance some automobile purchases. 
The facilities were very inadequate, both in terms of funds available 
ané areas of the country serviced. 

To help fill the void that existed, General Motors Acceptance 
Corporation was formed by General Motors Corporation. It was 


incorporated under the Banking Laws of the State of New York on 
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January 24, 1919. Its purpose was to provide, under uniform 
policies and at reasonable cost, a financing service for General 
Motors dealers and their retail customers on a nation-wide basis. 
Such @ low-cost fair and effictently operated finance service was 
and is considered by the management of General Motors to be just 
as essential to the effective merchandising of cars on a volume 
basis as is, for example, making sure that its product is dependable, 
well-made and attractive and that it is marketed through an efficient 
nation-wide distribution system. | 

In order to provide the required service, GMAC was originally 
eet up to operate on a nation-wide basis; it has continued to 
Operate on a nation-wide basis over the years. It is distinctive 
in this respect. Thus, it renders a financing service to dealers 
and their customers that has proved of particular value in the 
many geographical areas where non-effiliated sales finance companies 
and local banks have not provided low-cost automobile financing 
services in line with customer needs. Furthermore, if other 
financing services are for any reason withdrawn or restricted, GMAC's 
wholesale and retail financing services continue to be available. 

Planning future production for projected markets would be 
unrealistic unless the manufacturer was assured of the national 
availability of both wholesale and retail credit regardless of any 
wide econcaic fluctuations in local, regional or national markets. 
This credit must be available at satisfactory rates, - realistic 


terms end be ready to meet the requirements of the national market. 
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@ me finance source that would best serve the industry's needs 


must be ready to offer a satisfactory plan to finance both new and 
used passenger cars. It must also be prepared to offer a continuing 
source of wholesale credit to dealers regardless of the wide cyclical 
swings that characterize the automobile business. 

‘The ownership of a finance subsidiary is a proper extension of 
the vehicle manufacturing business in order to provide the necessary 
financing facilities to dealers and their customers. 

In the Senate hearings on auto financing legislation in 1959, 
Chrysler Corporation outlined the disadvantages of not owning « 
finance subsidiary. F. W. Misch, a vice president of that 
corporation, stated on February 26, 1959 during the course of the 
hearings, as follows; 

"Banks and finance companies have made a major contribu- 

tion to the growth of the American economy and to 
rising standards of living for millions through their 
development of large-scale automobile financing. 
Certain financing institutions have done outstanding 
Jobs for both dealers and retail custamers, both in 
terms of all-round quality of their services and the 
prices at which they make the services available. 

The outstanding services some offer and the reasonably 
adequate services many others offer, however, are not 

wholly representative of the situation throughout the 

United States. In many areas, particularly metropolitan 

areas where competition is most intense, credit facili- 

ties are available on a sound basis. But this is not 

the case throughout the country." (Transcript page 162) 
He then enumerated a number of problems facing the dealers, such as 
inequities in wholesale and retail rates, difficulty in securing 
adequate wholesale credit, and curtailment of wholesale credit when 
dealers do not supply an adequate amount of profitable retail 
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Mr. T. O. Yntema, a vice president of Ford Motor Company, also 
referred to this need for wide geographical coverage in his testimony 
at the same Senate Subcommittee hearings. He said: 


"Our entry into the automobile finance business would 
be especially beneficial to automobile dealers and 
consumers in the geographic areas where rates are 
usually high because of lack of effective bank con- 
petition. Our finance subsidiary would be particu- 
larly helpful to the small automobile dealer who is 
least able to establish strong bank connections or 
achieve a good bargaining position with a finance 
company." (Transcript pages 217-218) 


At the same hearings, a representative of the National Automobile 
Dealers Association testified regarding the availability of GMAC fi- 
nancing at all times. Pointing out that dealers require adequate 
financing "to weather the storm of an unfavorable market," he declared: 

"The unwillingness on the part of banks and other 

financial institutions to provide these funds, 
under terms and conditions which the small dealer 
bDusinesaman can afford, gave rise in the first 
instance to GMAC and finance organizations as we 

know them. It is true that our GM dealers who 

are members of NADA have benefited because of the 

establishment and growth of GMAC. 

"We feel that the other manufacturers should be 

accorded the same privilege of looking after the 

interests of their own distributors, which most 

certainly is also in the public interest." 

(Transcript page 471) 

In 1925, GMAC found itself in a position where physical damage insur- 
ance protection was not obtainable from existing insurance companies. Such 
Protection was essential in much the same manner as insurance on hames pur- 
chased on credit. The purchasers, the dealers and GMAC needed this insurance 
coverage. For that reason, a physical damage insurance company was formed in 


i925 by General Motors to provide a source for protection on automobiles 
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GMAC financed at retail. This company, General Exchange Insurance 
Corporation, was organized under the Insurance laws of New York State 
and was a wholly-owned subsidiary of General Motors Corporation. 
Other finance companies also formed insurance affiliates for 

the same reason. 

In 1939 Motors Insurance Corporation was organized as a subsidi- 
ary of GMAC, under the Insurance laws of the State of New York to 
take over the physical damage insurance business of General Exchange 
Insurance Corporation. In 1960, these two insurance companies vere 
merged and Motors Insurance Corporation became the suryiving campany. 
om | 

Considered broadly, (GMAC has grown with the automobile industry 
and with General Motors. However, it has not grown at the same 
rate as have sales of new and used cars by General Motors dealers, 
who are the only automobile dealers to whom GMAC service is 
available. 

GMAC furnishes wholesale credit for approximately three-fourths 
of the cars sold by General Motors to its dealers. This is not sur- 
prising because, as the statement by the National Automobile Dealers 
Association at the 1959 Senate hearings pointed out: 

"The plain fact is that the independent (non-affiliated) 
finance companies and the banks do not regard wholesale 
automotive financing as particularly desirable business, 
and have preferred to concentrate on the automobile 
dealer's retail contracts, taking wholesale financing at 
ea higher rate but only where the dealer agrees to finance 
his retail sales with them." (Transcript pages 471-472) 

This reluctance to engage in wholesale financing is substan- 


tiated by testimony of still others at these Senate hearings. For 
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example, the Chairman of the Board of Directors of Universal C.I,T. 
Credit Corporation, L. W. Lundell, said: 
"There prevails a tendency to believe wholesale financing 
is a plain, simple, safe bank-lending type of operation. 
It is not this at all. The risks in wholesale automobile 
financing are considerable, the amounts involved very large. 
It is the finance company, however, that is left holding 

the bag when economic dislocations take place, dealers go 

out of business, dealers sell cars for which they are unable 

to pay, find themselves in a frozen position or have many 

other reasons for not being able to pay their debts." (Transcript page 344) 

Mr. Lundell also said: 

"Wholesale rates to dealers do not campensate for the 

costs of money risks taken nor the expense of oper- 

ation." (Transcript page 346) 

The experience of GMAC, perhaps because of the efficiency 
of its operations, does not bear out this latter statement. Never- 
theless, those who believe in the Lundell position must be reluctant 
to extend wholesale financing to dealers. Admittedly, wholesale 
financing involves risk, as does any financing. But GMAC, as was 
pointed out in its statement, has found wholesale financing to be 
@ profitable part of its business. 

The importance of having GMAC continue to provide wholesale fi- 
nancing is emphasized by the fact that at any one time General Motors 
dealers have need for upwards of $1 billion of wholesale credit. In 
view of the reluctance of banks and other finance companies to provide 
wholesale financing at competitive rates, it might well be difficult for dealers 
to obtain this volume of credit if the proposed legislation were enacted. 

At the retail level, GMAC has pointed out in its statement that, 
although in business for over 40 years, it finances approximately 18 


per cent of the total automobile credit extended and approximately 
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42 per cent of the credit sales of General Motors dealers. Another 
way of looking at it is that out of each $5.00 of all automobile 
instalment credit purchases, $4.00 is financed by the competitors 
of GMAC and $1.00 by GMAC; also GMAC's competitors finance over half 


of the instalment credit purchases from General Motors dealers. 


Position of Commercial Banks 

A post-World War II development has been the increased activity 
of the 13,000 commercial banks and their branches as a source of 
retail automobile credit, not on a country-wide basis but in thousands 
of individual communities. Before the war banks as a group never 
accounted for more than 32 per cent of retail automobile credit out- 
standing, but they have steadily increased their proportion of the 
business and in recent years they have averaged around 45 per cent. 

The non-affiliated sales finance companies have also continued 
to grow substantially in absolute terms. For example, credit out- 
standing accounted for by them now totals $4.2 billion, or four and 
one-half times what it was in 1941. However, while they accounted 
for almost 40 per cent of total retail automobile credit outstanding 
in 1941, they now account for only about 2h per cent. Their decline 
in market penetration has been approximately balanced by the increase 
in the banks' penetration. 
Influence of GMAC 

GMAC has always been conservative in its policies with respect 
to down payments and length of term, believing that the orderly 


development of its business and its customer good will are best 
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served by such policies. Its rates have generally been favorat le 
to the dealer. It has refrained from incorporating unnecessary 
extras in its charges. 

GWAC has had a constructive influence on automobile {rs*alment 
financing that has not been confined to terms or rates. It has been 
apparent over the years in mary areas. GMAC policies and practices 
have been important factors in the improvement of standards for the 
industry. . 

For example, on the question of "terms," GMAC has continually 
counseled both dealers and purchasers as to sound principles and 
good practices in the use of instalment credit. This is evidenced, 
for example, by many years of extensive national advertising on the 
theme "pay down as much as you can and the balance as soon as you 
can." This advertising program extends back into the Thirties and 
is still emphasized. In 1953 an extended advertising campaign by 
GMAC emphasized that "The cheapest way to buy a car is to pay your 
own cash outright. That way, you have no financing costs whatever. 
The next cheapest way is to pay as much down as possible and the 
balance as soon as possible.” 

Customer rates, which as a matter of practice are set by the 
dealer, constitute another area in which GMAC has been active in 
recognizing the interests of the retail customer. In recent years 
mary states have assimed the responsibility for customer protection 
through legislated maximum rates. However, where no legislation 
exists, GMAC will not purchase contracts from a dealer if the rate 


charged to the customer by the dealer exceeds the legal maximum in 


re 
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neighboring states. The GMAC 1957 Annual Report stated in reference 


to legislated maximm finance charges: 

“These ceilings vary among states. In some instances 

they seem unduly high or, at least, not sufficiently 

low to eliminate unfavorable comment, even though 
approved by the duly elected representatives of the 
people. GMAC urges all concermed with such legislation . 
to adopt a realistic approach and to sponsor provisions 
which will result in fair treatment for all and a 
favorable atmosphere for this type of activity.” 

GMAC has had a long-standing policy of providing assistance to 
customers who are unable to meet their obligations. This assistance 
has taken the form of extensions, where the retail contract is ex- 
tended up to a maximum of 90 days, and renewals, where the original 
terms of the contract are rearranged on a more liberal basis. This 
policy of GMAC with respect to the collection of purchaser obligations 
recognizes the equities of the purchaser and the dealer. 

With respect to group creditor life insurance to ‘cover the 
unpaid balance in the event of the death of a time buyer, the Gi&AC 
standard of low cost to the purchaser is based upon a policy of 
charging the customer only the exact amount of the premius paid by 
GMAC to the insurer. This insurance is written by the Prudential 
Insurance Company. We believe that the present cost is lower than 
the charges of any major competing finance company. 

GMAC's physical damage insurance subsidiary, Motors Insurance 
- Corporation, has always properly classified car purchasers for physical 
Gamage insurance. A hearing on automobile insurance classification 


practices by the Senate Committee on Interstate and Foreign Commerce in 17": 
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produced this statement relative to GMAC from a representative of the 
Assoclation of Better Business Bureaus: 
"From the outset, too, one of the nation's largest natioral 
finance companies scrupulously refrained fram tecaming 
embroiled in this clever money-grabbing device. The nation's 
Better Business Bureaus lack so much as a scintilla of 


evidence to connect this company and its insurance affiliates 
with this unparalleled plan.” 


Reply to Arguments Supporting 
Proposed Legislation 


The supporters of the legislation under consideration by this 
Subcommittee have made it abundantly clear that their real objective 
1s simly to force General Motors to divest itself of its financing 
and insurance subsidiary, GMAC, which it has maintained for many years 
as a necessary and legitimate service adjunct to its motor vehicle 
business, and thus to eliminate effective competition from this source. 

The most vigorous and at times the sole proponent of divestiture 
has been the American Finance Conference, an association of some of 
the non-affiliated sales finance companies. 

The Conference apparently believes that competition would be 
“softer” if this or similar legislation were enacted. Not content 
With the safeguards of the antitrust and related laws that were 
designed to insure and protect legitimate competition, the Conference 
seeks the enactment of special legislation to insulate its members 
from such competition. 

In this connection the 1959 statement of William T. Gossett, 

Vice President and General Counsel of the Ford Motor Company, is 


Pertinent. 
15.78 


526 AUTO FINANCING LEGISLATION 


He said: 

"I think that if General Motors has violated the Antitrust 
Laws, if they have undue power, that some action ought to 
be taken, appropriate action, and I think it will be taken. 
The question is whether we should have legislation such as 
this which says, 'We don't care whether they violate the 
Sherman Act or not. We think there are some independent 
companies here, finance companies, who have made a certain 
rate of profit, and we want to protect them and we don't 
want competition by the manufacturers.'" (Transcript page 
227) 

General Motors and GMAC, recognized as leaders and innovators, 


are accused by the Conference of being "giant monopolies" engaged in 
many unidentified and nefarious practices which restrain trade and 
allegedly give GMAC some sort of unfair advantage over its less 
efficient non-affiliated finance company competitors. Many of the 
ills besetting the nation are attributed to the continuing association 
of General Motors and GMAC. Conversely it is claimed, without factual 
demonstration, that divestiture will bring manifold benefits, not only 
to dealers and purchasers of motor vehices, cut to the automobile 
industry as a whole and oven to the entire economy. 

A leaflet issued by the American Finance Conference and entitled, 


"The Secret of Monopoly in the Auto Industry," is an example of the 


unrestrained statements that have been and are being made to support 


divestiture. The first page shows two hands manipulating three shells. 


A few quotations follow: 
"A multi-billion-dollar monopoly grips the automobile industry." 
"GMAC is a key tool by which General Motors entices and controls 
the biggest and strongest dealer organization so as to dictate 


sales volume and policies." 


"GMAC is basic to GM's shuffling huge subsidies as in a colossal 
‘shell game'" 
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It is intcresting to note that, at the 1059 hearinc, American 
Finance Conference witnesses and other supportcrs of ¢. 838 and 5. 639 
placed greatest emphasis on the salutary cffects that the proposed 
legislation allegedly would have on the finance business and the 
venefits it would bring to finance company clicnts -- dealers and 
retail customers alike. 

This time a significant change appears to have occurred. Even 
though the proposed legislation is almost identical with that 


considered by the Senate Subcommittee on Antitrust and Monopoly two 


years ago, the supporting arguments are no longer identical. The 
American Finance Conference, for example, no longer rests its case 
on the allegation that benefits would result to the sales finance 
business from divestiture. The identical legislation today, is 


intended primarily to revitalize the automotile industry and the 


econamy. 


The American Finance Conference ieaflet declares: 


"Divorcement of General Motors Acceptance Corvoration from 
General Motors not only will loosen the grip of the present 
monopoly and strengthen economic freedom in the auto industry. 
It will also stimulate our entire economic system. 


"It will help to: 


--Restore free competition to the U.S. automobile market. 

--Reduce automobile prices to the car-buying public by 
removing the power General Motors has to estabiish price 
patterns for the entire industry. 

--Reduce finance charges by stimulating normal competition. 

--Maintain the U.S. in its leading position in the world 
automobile market. 

--Bring full, more even employment to the U.S. automobile 


industry." 
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While many of the allegations of the American Finance Conference 
and other proponents of divestiture legislation have been effectively 
answered in previous statements by General Motors and others, the 
introduction of new charges makes it necessary to review again the 
facts relating to these allegations and restate GM's position pn the 
various issues relating to the legislation. 

The automobile industry is a highly competitive industry, and 
this obvious fact has been attested to many times by impartial 
analysts and investigators. However, if monopoly did exist, no 
additional legislation would be needed. The remedy would lie in 
enforcement of the antitrust laws. 

The business of financing automobile sales is equally competitive. 
GMAC accounted for only 18 per cent of all new and used retail 
passenger car credit extended in 1960. GMAC provided the financing 
for about 42 per cent of combined new and used car credit sales made 
by General Motors dealers. 

In its statement at the 1959 hearings the National Association 
of Manufacturers declared: 

"Proponents of the divorcement approach raise the curious con- 

tention that legislation is required to restore competition to 

the automobile finance field. This is difficult to sustain in 
the first instance, if for no other reason than their own 
references to the more than 7,300 finance companies and banks 
which compete in this field alone. Thus, it challenges 
credulity to believe that a manufacturer monopoly could develop 
in the face of hard competition from banks, personal finance 
companies, sales finance companies, credit unions { independent 


dealers and a variety of miscellaneous lenders." Transcript 
page 467) 
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One tPE tlhorasands of commercial banks, most of whom are small, 
recognized the Ges Arability of entering the consumer instalment credit 
{eld, they G*Pe xr a enced no difficulty in doing so. The banks increased 
Yeir tare Of the automobile credit outstanding to about 45 per cent 
in 1960 a8 COMpee Y~e=c9 with 32 per cent in 1941 with the largest part of 
the increase COmm i wage from instalment obligations purchased from dealers. 
This vas done ira <& 4rect competition with GMAC and other established 
sales finance Ccam poeanies. 
At the 195] Yrearings Mr. Yntema testified: 
"Frm time to time we have let it be known that we wished 
finance COmm >a mies would make available to our dealers 
financing f= ricd insurance services and rates competitive with 
those PrOViGqedg by GMAC. The largest independent finance 
company tOAca wus bluntly it would not meet GMAC rates.” 
(Transcript Page 206) 
The staterme@=- rat filed by the National Association of Manufacturers 
mintained amorage Other things that the proposed legislation would 


further lessen a gr eressive competition in the industry. It said: 


ito cig Of this entire legislation appears to be upon 
is eee For competitors, not for consumers. No evidence 
consumer » Or contention offered, that interest rates to the 


blomeees be lowered through the disappearance of manu- 

nee bra ening. There is admission that they may be higher 

legislaticn. mces: There is also negative evidence that this 
KF.’ is of no concern to the consumer... 


facturer- 


fe nade ttable to witness this new instance of business 

latice, <3 “4s pleading before the Congress for special legis- 

Ghethes ima nOtect them from the effects of hard competition, 
finance or insurance." (Transcript page 468) 
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The statement filed by the National Automobile Dealers Associ- 


ation said: 
"We are of the firm conviction that the very existence of 
GMAC has enabled our members who are not GM dealers to 
obtain services of better value and quality from other fi- 
nance companies. Similarly, we are not of the opinion 
that the existence of GMAC has imposed any severe restrictions 
or venalties on the finance organizations which have supported 
_this proposed legislation, and we feel that the divorce of 
GMAC from GM would react, in the final analysis, to the 
detriment of both the automobile dealer and the automobile 
consuming public." (Transcript page 471) 


Automobile dealers are independent business men. They alone 
make the selection of the agencies to which they sell their retail 
receivables. General Motors dealers may or may not use GMAC to 
finance their own wholesale purchase of automobiles, or they may 
or may not use it to discount the retail contracts of their 
customers. 

The National Automobile Dealers Association statement declared: 

",eeif the dealer can obtain a better rate from an inde- 

pendent finance company or a bank, he can take it, but 

if he finds no better rate he can always take the very 

reasonable GMAC rate." (Transcript page 472) 


And again: 


"The GM dealer can give his wholesale business to GMAC and 
then shop around for the lowest available retail rate from 
banks and independent finance companies." 

(Transcript page 472) 

The fact that about 75% of General Motors' new car shipments 
are financed under the GMAC wholesale plan but that only 46 per 
cent of General Motors dealers' new car time sales are discounted 
by GMAC is proof that many dealers, like retail customers, do 
“shop around" and sell their paper at the best terms available. 

Despite this evidence, unsupported allegations continue to be 


made that General Motors "forces" its dealers to use the serviceg of 
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GMAC. Apart from the fact that it is not true, coercion would be a 
violation of the anti-trust laws and of the Consent Decree of 1952, 
and should such allegations be established, adequate remedies are 


available. 


Significantly the only two dealers who submitted statements 
that were incorporated at the 1959 hearings referred to the untruth 
of the charges of coercion. 

The late H. A. Crockard, the President of Crockard Chevrolet 
Company, Berkeley, Calif. and Director of NADA and Chairman of its 
Industry Relations Committee, said: 


"There has never been a time that even an inference has 
been made that I, as an automobile dealer, should use 
General Motors Acceptance Corporation in any way, shape 
or form. The fact of the matter is that I have used 
other facilities from time to time without any 
criticism." (Transcript page 479) 


David E. Castles, President of Castles, Wilson Buick Co., St. 
Louis, Mo. testified as follows: 


"T have been dealing directly with General Motors 
Acceptance Corporation and their insurance subsidiaries 
since 1923, now 36 years, and as a retail automobile 
dealer, I believe that my experience is of some value. 

I am aware that there were charges against General 

Motors and its subsidiaries, of coercion and intimidation, 
leading to an action by the Government against the several 
companies, in the late thirties. I believe that, since 
that time, there have been no reports from anyone, of 
coercion tending to channel General Motors dealers' 
business through their finance and insurance subsidiaries. 
Furthermore, I can say to you that in the 36 years that 

I have done business with General Motors, and General 
Motors Acceptance Corporation, there has been no coercion 
or pressure of any kind that might force our company to 
finance and insure our retail sales with General Motors." 
(Transcript pages 468-9) 


It has been charged that GMAC's charges to its customers are 


“measurably less than those of its competitors." This is attributed 
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"in large part to its ownership by General Motors." Since it has 
been demonstrated in the statement submitted by GMAC that GMAC is 
not in a position to borrow at lower cost than other major companies, 
and any superior efficiency of GMAC is denied by its competitors, the 
only remaining explanation that they can offer is that General Motors 
"subsidizes" GMAC in some way, such as by guaranteeing the obligations 
of GMAC, or by under-capitalization of GMAC, or by accepting an 
unreasonably and non-competitively low return on its investment in 
GMAC. The facts are these. 
First, General Motors does not guarantee GMAC's obligations. 
Second, the rate at which GMAC borrows money and the amount 
it borrows does not indicate that there is under- 
capitalization in the judgment of the lenders, since 
GMAC has consistently borrowed all of its requirements 
at minimum competitive rates. 
Third, an examination of the return on the General Motors 
investment in GMAC certainly demonstrates that GMAC has 
not been subsidized by permitting it to operate at a low 
profit level. 
Any advantage that General Motors may derive from its vwner- 
ship of GMAC is one that any company derives from a legitimate, 


well-managed, well-run and profitable operation that competitively 
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serves the needs of both its custamers and its dealers by assuring 
them adequate financing facilities for its products at competitive 
rates. Such a relationship is assuredly lawful and in the best 
interest of the public, the parent Corporation and its dealers. 

To destroy this relationship by legislation would also set 
@ precedent for arbitrarily limiting the business activities in 
which companies legally may engage; selfish interests would surely 
be expected to capitalize on such a dangerous precedent. 

The National Automobile Dealers Association has stated: 

“It is our desire to preserve to all manufacturers the 

freedom to adopt any ethical business procedures which 
they may elect so long as such procedures are not in 
violation of existing law and the public interest.” 
(Transcript page 470) 

Contrary to what proponents of the proposed legislation would 
have this Subcommittee believe, divestiture would not increase 
competition in the sales finance field or benefit dealers or their 
customers. The actual effect of preventing automobile manufacturers 
from engaging in sales finance activities would be quite different 
from those publicly claimed by these proponents, principally because 
competition would be lessened. 

At present several broad groups compete for the automobile fi- 
nancing business -- the commercial banks, the non-affiliated sales 
finance companies, the factory - affiliated sales finance companies, 
eredit unions, smmll loan companies, etc. This competition is particu- 
larly effective because the several groups have broadly differing 
Odjectives and hence diverse policies and practices. This gives both 


the dealers and consumers a variety of choices. Should this legislation 
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be enacted, however, the factory - affiliated companies would be 
eliminated from competition. The principal effective competition 
facing the non-affiliated sales finance companies then wouid be tre 
commercial banks, who are not permitted to operate on a national scale. 

Competition would actually be decreased rather than ir-ensifiea 
by reason of the fact that the manufacturers would be enjoinei fron 
engaging in the musiness: 

One result might well be that all parts of the nation woud nt 
be adequately or competitively served by financing facilities. Nn- 
affiliated sales finance companies tend to concentrate their opercti.:: 
in areas that are most prosperous or where demand for finencing :s 
greatest and most profitable. A commercial bank by its very natrre 
only renders a localized service or at most a regional one to its 
customers. Neither has the manufacturer's responsibility fer and 
interest in supporting a countrywide distribution system. 
legal Aspects of Proposed Legislation 

The legislation under consideration by this Subcammittee 
raises two fundamental legal questions: (a) Is it unconstitutional, 
and (b) is it at variance with the established and declared legisla- 
tive intent of the Congress? 

When H.R. 71 was introduced on January 3, 1961, it was stated 
that, "The purpose of this bill is to divorce General Motors 
Acceptance Corporation from General Motors Corporation and to 
restore free competition to the American automobile market.” This 
atatement appears on page A-4 of the Appendix to the Congressional 


Record as published for January 4, 1961. 


a) 
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This statement raised the question as to whether this legis- 
lation is constitutional under the equal protection and due classi- 
fication provisions of the Fourteenth Amendment. In 1916, the 
Supreme Court of the United States in ruling unconstitutional a 
statute relating to the business of refining sugar declared: 

"The statute bristles with severities that touch the 

plaintiff alone, and raises many questions that would 
have to be answered before it could be sustained... 

"The presumption created here has no relation in 

experience to general facts. It has no foundation 
except with tacit reference to the plaintiff. But 

it is not within the province of a legislature to 
declare an individual guilty or presumptively guilty 
of a crime." (McFarland v. American Sugar Refining Co. 
241 U.S. 79, 86) 

The Supreme Court has uniformly recognized that discriminations 
having no reasonable relationship to the difference between two classes 
of companies are arbitrary and unconstitutional. Thus, the Court, 
particularly where competitors are involved, has repeatedly held that 
",.emere difference is not enough the attempted classification 'must 
always rest upon some difference which bears a reasonable and just 
relation to the act in respect to which the classification is 
proposed...'" (Hartford Co. v. Harrison, 301 U.S. 459; 462 [1937]) 

It would be particularly arbitrary to prohibit automobile manu- 
facturers from competing in the financing and insuring of the sales 
of motor vehicles while permitting other manufacturers who operate 
finance companies incidental to their main business to continue to 
do this. In the afore-mentioned case of Hartford Co. vs. Harrison, 
301 U.S. 441 (1937), a State statute which permitted mutual i{nsurance 
companies to act through salaried resident employes but excluded stock 


insurance companies from the same privilege was deemed arbitrary and 
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unconstitutional. The basic considerations are indistinguishable 
from those which are presented by this legislation. 

With respect to legislative precedent, it has been the consis- 
tent position of Congress to permit companies to form subsidiary 
concerns as a means of conducting normal business affairs and 
appropriate related activities. In enacting Section 7 of the Clayton 
Antitrust Act in 1914, Congress specifically provided: 

"Nor shall anything contained in this section prevent a corporation 

engaged in commerce from causing the formation of subsidiary 
corporations for the actual carrying on of their immediate 
lawful business, or the natural and legitimate branches or 
extensions thereof, or from owning and holding all or a 
part of the stock of such subsidiary corporations, when 

the effect of such formation is not to substantially lessen 
competition." 

Significantly, when Congress amended Section 7 of the Clayton 
Act by the Antimerger Act of December 20, 1950, this paragraph wes 
left intact. Of equal significance is the fact that in 1956 the 
8h4th Congress, in enacting the Bank Holding Company Act specifically 
recognized the reasonableness, if not the necessity, of permitting 
industrial concerns to own or control banks operated as aids to the 
main business of the companies. 

Thus, in the broad declaration of policy stated in 1914, and 
reaffirmed in 1950 and in the specific exemption of financing 
affiliates in the Bank Holding Company Act of 1956, Congress has 
consistently maintained that the formation of subsidiary corporations 
for conducting and implementing natural and legitimate financial 
activities relating to a corporation's business is appropriate and 


desirable. 
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It is anomalous that the legislaticn now rroposec nas the de- 
clared and sole otlective of derriving General Mctors of financing 
and insurance affiliates whose activities are clcese_y axin and a 
necessary adjunct to the Corporation's main business. This represents 
ea besic and fundamental departure from the declared legislative and 
public policy of Congress. There is, and in our view can be, no 
logical basis for the distinction between permitting a manufacturer 
“Cc Own a bank incidental to and in aid of his principal line of 
business and permitting a manufacturer to have a financing affiliate 
Gesigned to provide services similar or competitive to those which 
mignt be offered through a banking institution. 

Even were the allegations of the proponents of the proposed 
legislation accepted in full, which obviously cannot be done, no 
abuse or practice can exist which could not be corrected without 
legislative action. Adequate safeguards are provided through existing 
~aws. GMAC's activities are regulated and subject to the direction 
of the Superintendent of Banking of the State of New York, and, of 
ccurse, to the entitrust and related statutes of the United States. 

In 1952 the Department of Justice abandoned divestiture litiga- 
tion, which had been initiated fourteen years earlier in 1938 and 
entered into a consent decree under which General Motors and GMAC, 
while enjoined from any unfair competitive practices, are permitted 
“ continue their legitimate activities and objectives. 

Periodic investigations, as well as the record of the hearings 
held in connection with similar legislation in 1959 during the 86th 
vongress, apparently have disclosed no basis ror any proceeding 
anvolving alleged violations of the consent order cr of the anti- 


“mist and related statutes. 
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With the public so fully protected under existing laws and 
decrees, there can clearly be no need for this proposed special and 
discriminatory legislation. 

This point was emphasized by the Chairman of the Federal Trade 
Commission in a letter dated February 24, 1959 addressed to the 
Honorable James O. Eastland, Chairman of the Senate Committee on 
the Judiciary, commenting on the 1959 proposals. | 
He wrote: 

"In principle, the Commission believes that individual 

instances of alleged restraints of trade are usually best 

approached by particular administrative or judicial 

proceedings under the general antitrust laws and that the 

enactment of legislation directed to a particular industry 

should be attempted, if at all, only in extreme circumstances 

after no alternative remains untried. Also, legislation for 

a particular industry tends to open the floodgates for further 

such special legislation covering other individual industries 

so that the general law may become so riddled with exceptions 

that it becomes the exception rather than the rule. There- 

fore, the Federal Trade Commission has traditionally opposed 

variations of the general antitrust laws to govern conduct 

applicable only to one segment of our economy.” 

(Transcript Pages 7-8) 

Conclusion 

If motor vehicle manufacturers are to be prohibited from 
"financing and insuring the sales of their products," it will be 
contrary to the interests of dealers, retail purchasers and the 
economy generally. This is because the inevitable result would be 
an increase in rates to consumers and interference with the orderly 
marketing of automobiles. 

General Motors Corporation does not gain an unfair competitive 


advantage over its competitors from its affiliation with GMAC, nor 


does GMAC gain an unfair competitive advantage over its competitors 


from its affiliation with General Motors Corporation. The commercial 


i 
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banks, who finance the largest portion of the time sales business, 
are competing successfully in obtaining the business of General 
Motors dealers. 

The proposed bill represents discriminatory legislation ina 
most extreme form. Its enactment would set an unsound and dangerous 
legislative precedent which would have a much broader and damaging 
effect eventually on all industry. 

Support of the proposed legislation by certain of the non- 
affiliated sales finance companies derives from their wish to 
avoid, through special class legislation, the competition of 
affiliated finance companies. 

The conclusion cannot be escaped that, should all the affili- 
ated finance companies be divested from manufacturers, competition 


would be lessened; it would not be increased. 
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Mr. Rocers. You may proceed with your testimony. 

Mr. Donner. I understood I was to be questioned on the statement. 

Mr. Rocers. Your statement has been accepted for the record. 

Counsel will proceed with the asking of questions. 

Mr. Maerz. Mr. Donner, your statement indicates that the pend- 
ing bill represents discriminatory legislation in a most extreme form 
which would set an unsound and dangerous legislative precedent, is 
that right ? 

Mr. DON SEE I believe I did. 

Mr. Maerz. Are you famihar with the Bank Holding Company 
Act of 1956? | 

Mr. Donner. I will have to confess that I am not a lawyer, and 
what was said in my statement was based upon discussions with 
counsel and represents the views of counsel. The overriding state- 
ment that you mentioned, I do believe. The specific reference to the 
Bank Holding Act, I must admit, I have to rely upon advice of 
counsel. 

Mr. Maerz. Well, now, the Bank Holding Company Act provides 
for the divorcement by bank holding companies of investments in 
business extraneous to banking, is that not true? 

Mr. Donner. I will rely on counsel for that. 

Mr. Power. I would have to see the act. I am not disputing it. 

Mr. Matetz. You see, Mr. Donner, I believe your statement made 
some reference to the Bank Holding Company Act. 

Mr. Donner. I can speak to the point. I just don’t want to say 
I know, of my own knowledge, but I would be perfectly willing to 
speak to your point. 

The CHarrmMan. Your counsel probably wrote that portion of your 
statement. Maybe he could answer. 

Mr. Donner. I don't think I made the point while you were in 
the room, Mr. Chairman. 

I relied on counsel’s advice as to the facts. I do take a little re- 
sponsibility for the wording of my statement. 

Mr. Marerz. Has it, Mr. Donner, come to your attention that the 
principal effect of the Bank Holding Company Act was to divorce 
the Occidental Life Insurance Co. from ownership by the Trans- 
america Bank Holding Corp. ? 

Mr. Donner. I don't believe that was brought to my attention, 
no, sir. 

Mr. Maietz. Was it also brought to your attention that the chair- 
man of the board of Transamerica, Mr. Frank Belgrano, testified 
before the Senate Banking Committee on that pending legislation and 
made precisely the same argument in opposing that bill that you are 
making now: that it was novel and a precedent? 

Mr. Donner. I am sorry, I am not familiar with that. 

Mr. Maerz. Can you remember that the Congress enacted the 
Public Utility Holding Company Act authorizing the Securities and 
Exchange Commission to break up public utility holding companies 
so as to limit the operations of any holding company’s system to a 
. single integrated public utility system ? 

Mr. Donner. I am familar with the fact that that happened, ves. 

Mr. Matrrz. And I take it that you are also familar with the fact 
that the Public Utility Holding Company Act authorized and resulted 
in divestiture by certain companies ? 
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Mr. Donner. That is correct. 

Mr. Marretz. Now, is there any basic conceptual distinction be- 
tween the theory underlying the Bank Holding Company Act, the 
Public Utility Holding Company Act, and the pending legislation ? 

Mr. Donner. I can only speak as a layman, of course, and I imagine 
the lawyers on the committee and my lawyer here might disagree 
with some of the things I said. 

But, as a Jayman and a businessman, I do see certain distinctions. 

In the first place, you made the point that. in the Bank Holding Act 
they were dealing with activities extraneous to a banking function. 

I don’t consider that the ownership of a financing company that 
is concerned with the financing to the customers of the product of 
a company is an extraneous function. 

Secondly, as I understand the Public Utility Holding Act, that 
was aimed at all public utilities that fit this situation. 

Now, as I understand it here, the intent of this act is that it will 
be aimed at the automobile industry specifically with respect to not 
owning financing companies, but it is not aimed at the general ques- 
tion of whether finance companies are, or are not, extraneous factors, 
and it was at that latter point that I considered I was addressing 
myself to the fact that it was aimed at only a segment of industry 
without respect to whether or not that was a natural function. 

Mr. Maerz. Had it come to your attention that. one of the major 
reasons for passage by the Congress in 1956 of the Bank Holding 
Company Act was that Congress believed that by virtue of the 
integration bet ween the bank holding company, and nonbanking busi- 
nesses, the nonbanking businesses—and am quoting directly from the 
report now of the House Banking Committee, the quote at page 16: 

May thereby occupy a preferred position over that of their competitors in 
obtaining credit. 

Mr. Donner. I would have to rely on counsel in that area. 

Mr. Maerz. Now, is that not precisely the type of problem that is 
presented by virtue of the integration of General Motors and GMAC: 
namely, that GMAC may thereby occupy a preferred position over 
that of their competitors in obtaining credit ? 

Mr. Power. I would like to comment on that point. If you are 
correct in that conclusion, Mr. Maletz, shouldn't this legislation be 
directed against any manufacturer that has a financing subsidiary, 
If you follow your statement to its logical conclusion ? 
am directing myself now to the point of Mr. Maletz’s argument 
ere, 

Mr. Mavetz. But we are talking about an industry where the largest 
automobile manufacturer controls the largest sales pianee company in 
the country, and also controls the largest or second largest automobile 
insurance company in the country; an industry which is highly con- 
centrated: an industry which, according to the Senate Antitrust Sub- 
committee, has followed a practice of acininistcred pricing. 

Now, in those circumstances, my question is this, Mr. Power: 

Is there any conceptual distinction 

Mr. Power. To me there is a very definite distinction. 

Mr. Maerz (continuing). Is fers any conceptual distinction be- 
‘ween the theory underlying passage of the Bank Holding Company 
Act of 1956 and this pending bill ? 
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Mr. Power. It was directed against an industry, as such. It was 
not specific against one bank. That is what you are doing in this busi- 
ness right here, this legislation. 

The CuairMan,. This is being directed against the automobile in- 
dustry. 

Mr. Power. That is right, but it also has been said specifically, you 
use General Motors as the example. 

The CHairMANn. The Congress has the perfect right 

Mr. Power. I am not questioning that. I am arguing the legality 
of this point. 

The CuairmMan. The automobile industry dominated by your com- 
pany is sul generis. General Motors controls the manufacturing— -i= 
it, 50 percent of all passenger cars? 

Mr. Donner. It is about 45 percent of passenger cars. 

The Cuairman. How much? 

Mr. Donner. About 45 percent of the passenger cars sold in this 
country. 

The CHairMan. And how much of all buses? 

Mr. Donner. Iam not familiar with that percentage. 

The Cuamman. Maybe counsel is familiar. 

What is the contro] of General Motors over the manufacturing of 
buses ? 

Mr. Power. Very small in relation to the market, as we see it. 

The CuHatrMan. I beg your pardon? 

Mr. Power. Very small in relation to the market as we see it. 

The CuairmMan. That is not the answer. 

Mr. Power. It is in litigation at the present time, and as far as we 
are concerned, we contend that the whole bus market is the market in 
buses, and that has to be determined before you can find out 

The CHarrMAN. We can dig out the figures. We have them here. 

But they are very consequential as far as the control of General 
Motors over bus manufacturing. But I will respect your objection 
that that is in the courts now. 

But General Motors exercises and wields a tremendous power and 
potency in the automobile and automobile sales financing industry. 
Ford is about to do the same thing in establishing a subsidiary to 
finance its installment sales operations. Therefore, it is incumbent 
upon Congress to take action in the hight of the history of these com- 
panies, in the light of the many actions that have been brought against 
General Motors as well as Ford not only by the Department of Justice 
but by the Federal Trade Commission. 

And although Mr. Donner in his statement. says that it 1s a dis- 
criminatory piece of legislation, in my estimation, there is nothing 
discriminatory about it at all. 

It is directed to an industry, and we have a perfect right to legislate 
against any industry under the conmerce clause of the Constitution. 

Go ahead, Mr. Maletz. 

Let counsel comment. 

Mr. Power. I merely wanted to comment that with respect to the 
Bank Holding Act, as Senator Lehman commented, he said: 








I think it was important to indicate that the banks were incidental to the 
larger business of these concerns like Grace & Co. and some chemical companies 
and Gimbel Bros. It appears to me at least, and possibly to other members of 
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the committee, that the banks were incidental to the general and much larger 
business that thev had. Whether this is right or wrong. I do not know. but I 
think that Is the reason why this exemption. 

Mr. Manerz. What exception are you referring to? 

Mr. Power. The exemption Mr. Donner was referring to. 

Mr. Materz. Which specifically? Ihave it before me. 

Mr. Power. The exemption which permits an industrial concern to 
havea bank affiliate. 

Mr. Manetrz. I have the act here, and if you will examine it, I would 
appreciate your submitting for the record the specific exemption to 
which you are referring. 

Mr. Power. Yes, I will. 

Mr. Marerz. I think Mr. Donner’s statement indicates that there 
was a specific decision by Congress on this matter. Are you familiar 
with that ? 

Mr. Power. Iam looking for Mr. Donner’s statement on it. 

Mr. Cranrrree. Page 26. 

Mr. Power. Mr. Donner’s statement on page 26 refers first to the 
Clayton Act and the exemption in that : 

Nor shall anything contained in this section prevent a corporation engaged 
in commerce from causing the formation of subsidiary corporations for the 
acetal carrying on of their immediate lawful business, or the natural and legiti- 
Inmate brunches or extensions thereof, or from owning and holding all or a part 
uf the xtoek of such subsidiary corporations, when the effect of such formation 
is not to substantially lessen competition. 


Then he went on to refer to the Bank Holding Company Act, and 
“ad that in the specifie exemption of financing affiliates: 
Congress has consistently maintained that the formation of subsidiary corpo- 


rations for conducting and implementing natural and legitimate financial activi- 
hes relating fo a corporation’s business is appropriate and desirable. 


That was what he was talking about. 

Mr. Maerz. Would you, at your leisure, Mr. Power, examine the 
Bank Holding Company Act and submit for the record a statement as 
to the specific exemption contained therein on which you rely? 

Mr. Powrr. We will. 

(The information referred to appears on p. 826.) 

Mr. Maerz. Thank you. 

Now yon also indicated that the Bank Holding Company Act. is 
uiterent from the present legislation because the present legislation 
you state, singles out General Motors. Is that right é 

Mr. Power. That. is correct. 

Mr. Maverz. Doesn't the pending bill, Mr. Donner, apply to all 
mromobile manufacturers ? | 

Mr. Doxwer. [think I said the automobile 

Mr. Power. That is right. 

Mr. Doxser. T said, Mr. Maletz, I think in my answer (hat it was 
Tae automobile industry, and FE think Mr. Power commented that the 
vutizlation seemed particularly directed at General Motors and Ford 
Ieeutre of the fact that those were the two companies with the major 
Mbates, My statement only was directed to the automobile industry. 

Mr. Marerz. In other words, the bill would be directed at any auto- 

“oowle manufacturer, 
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Mr. Donner. Yes. 

Mr. Maretz. That owned a subsidiary engaged in the financing 
and insurance of its motor vehicle products, isn’t that correct ? 

Mr. Donner. That is correct, and I made the statement because it 
seemed to me that as a businessman it was a little unusual if the mans. 
facturers of other commodities, household appliances, say, that it was 
considered to be normal] and legal for them to have those. That was 
what I was directing the statement at, and I didn’t realize that it 
was getting into some of these other complications. It was a broad 
statement that I had in mind. 

Mr, Maerz. Has it come to your attention that under the Bark 
Holding Company Act, the only major divestment required was the 
severance of the Occidental Life Insurance Co. from Transamerica! 

Mr. Donner. No, I can’t say it has. 

Mr. Materz. Mr. Belgerano, the chairman of the board and presi- 
dent of Transamerica testified ‘before the Senate Banking Committee 
opposing the bill on the ground that it was punitive and that it was 
principally designed to effect a severance of Occidental] Life Insurance 
from Transamerica. 

Had that come to your attention? 

Mr. Donner. No, sir. 

Mr. Materz. I think you stated that the pending bill is unconst? 
tutional, is that right, sir? 

Mr. Donner. I did on advice of counsel; yes, sir. 

The CyatrmMan. We will relieve you of that explanation and ask 
counsel to answer that. 

Mr. Donner. I don’t know that I could answer that. 

Mr. Maerz. Was your attention directed to a detailed memoran- 
dum in the record of the Senate Antitrust Subcommittee concernnyg 
constitutionality of the pending legislation ? 

Mr. Donner. Mine was not; no, sir. 

Mr. Maerz. How about you, Mr. Power? 

Mr. Power. No. 

Mr. Maerz. This is at page 472—— 

The Crarrman. I don’t think we have to belabor that. I dent 
think Mr. Donner is in a position to answer that, and counsel mat 
have different opinions. 

Mr. Power. That is right. 

The CHatrMan. It is the opinion of the author of the bil] that it 
constitutional, but I don’t want to be comnnne: If the bill is pass 
you will test the const itutionality of it. 

Mr. Power. That is right, that is the issue. 

Mr. Materz. Mr. Donner. has it come to your attention that in te 
State of Ohio legislation has been adopted designed to prevent dealer 
in motor vehicles from acting as insurance agents ¢ 

Mr. Donner. I am broadly familiar with that situation, vex -!°: 
not with the detailed legislation. 

Mr. Marrrz. And has it also come to your attention that the pur 
pose of this legislation was to prevent an unfair advantage in t- 
aera of insurance and the licensitig of persons who are not inten” 

todoa general insurance business, but simply to supplement (ere 
ynimary business of selling uutomobiles. 

Mr. Donner. That specific language has not, but it sounds vers 
reasonable as a reason for the bill. 
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Mr. Materz. At any time was your attention directed to the fact 
that the Supreme Court of Ohio held that the statute was not in con- 
travention of the constitution of the State or of the Federal 
Constitution ? 

Mr. Donner. No, I am not familiar with that litigation. 

The CiarrMan. I want to tell General Motors counsel I was prob- 
ably a little hasty on the question of constitutionality. I will be very 
glad for you to subinit for the record, if you care to, any memorandum 
that you wish to on this question. 

(The information referred to appears at p. 807.) 

Mr. Power. Fine, thank you, Mr. Chairman. 

Mr. MeCunrocu. Mr. Chairman, I am glad vou made that state- 
ment. Iam sure there 1s no desire on the part of any of the members 
of this committee to enact a law if there is any real question of its 
constitutionality. 

The CHarrMAN. What I meant was I didn't want to have any fine- 
spun legal arguments at. this hearing. 

Mr. Powers. Yes; that is right, I agree with you it is a question 
of opinion. 

The CHarrman. We would welcome your views on this question 
since you are an able and well-known attorney. 

Mr. Power. Fine. Thank you very much. 

Mr. Doxner. You won’t be getting me out of my depth then. 

Mr. Maerz. Mr. Donner, to leave the legal aspects of this problem, 
your statement indicates that the pending bill H.R. 71 has the spon- 
sorship of certain sales finance companies who apparently wish, and 
I am quoting from your statement “to insulate themselves from the 
rigors of fair competition.” 

Would you tell the subcommittee, sir, what competition would be 
eliminated if GMAC were divorced from General Motors? 

Mr. Donxer. Well, we don’t know necessarily what would happen 
to GMAC if this legislation were passed. There is nothing in the 
legislation that requires divorcement—I mean divestiture. You can 
always liquidate a company. 

The Cuairman. Might I add there it is not the purpose of this 
levislation to hurt General Motors or to hurt General Motors Accept- 
ance Corp. Asa matter of fact, we want General Motors to prosper. 

e want General Motors Acceptance Corp. to prosper. We want 
them to prosper separately and distinct from one another. 

That is the purpose of this bill and there is no reason why General 
Motors Acceptance Corp. couldn't operate on its own. 

Mr. Donner. I understand that, Mr. Chairman. I was just saying 
there is no requirement in the legislation for divestiture as opposed 
to liquidation. I think the only disagreement we have is that you 
think it should be divested, and I see nothing wrong in its continu- 
whee as a part of the General Motors distribtuion of cars overall. 

The CHainmas. You seem to imply in your statement that the only 
ones who are sponsoring this bill are members of the American Fnance 
Conference. But there are quite a number of others who are spon- 
coring this legislation. Quite a number of Senators have indicated 
that they are in favor of this legislation; quite a few Members of 
Congress have so indicated: and the U.S. Department of Justice yes- 
terday clearly indicated that it approves this bill. The Federal 
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Trade Commission's Chairman indicated that he personally approved 
this bill. 

We have received communications from banks, insurance brokers 
auto repair concerns and dealers throughout the country favoring this 
bill. So it is not under the sponsorship, as you put it, of only certain 
sales finance companies. 

Mr. Donner. Of course, when I wrote this the only printed mza- 
terlal that I had seen was of the American Finance Conference, and 
when I wrote this statement, the expressed position of the Federal 
Trade Commission m 1959 was against it. I was not speaking of 
congressional sponsorship. I was speaking in the sense of sponsor- 
ship that came before Congress, and at that time the only sponsorship 
I had seen evidence of in printed material in particular, and that had 
been drawn to my attention, was the American Finance Conference 
material. I do not believe it was an unfair statement to make in that 
respect as of the time I wrote the statement. 

The Cuamman. I believe not. I just want. to add this information 
for your purposes. 

Mr. Donner. Yes. I did not want you to feel I was trying to te 
unfair. 

The Cuamman. I understand that, Mr. Donner. 

Mr. Marerz. In the event H.R. 71 were amended, do you believe 1 
hkely that GMAC would be dissolved ? 

Mr. Donner. I did not say that. I said “could be.” 

Mr. Marerz. It could be dissolved now, could it not ? 

Mr. Donner. Certainly. I do not know what. would happen. 

The Cuarmman. We do not want it dissolved. We want vou to 
goon. 

Mr. Donner. I was merely pointing out that the legislation did not 
require a certain thing. 

Mr. McCtctroci. Since we are talking about our wants and our 
desires, I wish again to state my belief and my desire, which is that 
GMAC and the independent sales finance companies and the cum 
mercial banks make it their goal to provide financing to customers at 
the lowest. possible rate consistent. with the overall best interests of 
the country. 

Mr. Donner. In the years I have been connected with Genera! 
Motors and GMAC, I think you have summed up what we have tnet 
to do pretty well. I just. happen to think that we can do that sats: 
factory, legally, and in accordance with the antitrust laws as TI under- 
stand them, as a part of General Motors, and that 1s why Tam dow: 
here to try to explain that. 

Mr. McCutiocu. We hope the record will point the way for our 
part to that end. 

Mr. Maerz. Mr. Donner, assuming that there were divoreene« 
of GMAC from General Motors, I wonder whether you would tel 
the subcommittee what competition would be eliminated ¢ 

Mr. Donner. If it were divorced? That is purely speculative. 1 
do not know what kind of a company it would be, haw it would be 
operated, what its policies would be. I think that is getting was 
over into speculation. . 

What Lam saying is it is competitive today. ATL Tam sayvieg 
that I feel that it is competitive today, that it adds to the COL pen 
tion, that it adds to it in a perfectly reasonable legal way. 
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Now, there may be difference of opinion. I think that I should 
express mine. 

Mr. Maerz. If GMAC were divorced from General Motors, is it 
not a fact that GMAC would be free to compete with independent 
sales finance companies for the business of non-General Motors 
dealers? 

Mr. Donner. In the same way that it is technically free to do that 
now if that were determined to be its policy. I mean there is nothing 
in the law or the charter or anything else that prevents it now or 
would prevent it then. There again we are getting into speculation 
as to what the policies of the company would be at that time. 

But. the fundamental limitations are no different. 

Mr. Mavetz. Now, if GMAC were divorced from General Motors, 
wouldn't independent sales finance companies have greater oppor- 
tunity to obtain financing business from General Motors dealers? 

Mr. Donner. I do not. know quite what you mean by that. question 
of “greater opportunity.” In what way, sir? I do not. get. what you 
mean by saying that they would have “greater opportunity” by the 
divorcement. 

Mr. Maerz. I take it that you begin with the premise that. the 
General Motors dealer, is completely free to obtain his financing from 
any source he desires, is that right ? 

Mr. Donner. Having talked to a number of dealers, I am com- 
pletely convinced that they both are and they know they are. And 
certainly their actions, if you go into the field, indicate they know 
they are. That is one thing that has heen very firmly established both 
by communications we have put out and by the acts of both the Gen- 

ral Motors Corp. and the GMAC men in the field, and I am sure 
that if vou could watch them operate for a while, you would see that. 

Mr. Maerz. Do you believe that General Motors’ ownership of 
GMAC places other manufacturers who do not. control finance sub- 
sidiaries at a competitive disadvantage ? 

Mr. Donner. I do not see that it places them at any competitive 
disadvantage, because Ford has indicated that they are able to con- 
sider going out and having one of their own. American Motors has 
shown that they can go out and have one in the household apphance 
field and not. have one in the car finance field. So that my feeling is 
that it is a decision that each company is free to make on its own 1f it 
is to its advantage. 

Mr. Marerz. I would like to repeat the question. Do you believe 
that General Motors’ ownership of GMAC places other manufac- 
turers who do not control finance subsidiaries at a competitive disad- 
vantage? 

Mr. Donner. I am trying to sort out the question because I would 
have to answer it In two wavs. 

One is that what Ford Motor Co. is doing indicates that they feel 
that. the ownership of a finance company has certain value to them, 
and I assume it has a value in the distribution of cars rather than 
purely a return on investment value. 

On the other hand, other automobile companies have not elected 
to do it, and I am unwilling to say that their nonelection reflects any 
necessary disadvantage. T donot know. 

Mr. Maretz. Suppose that an automobile manufacturer does not 
have the resources to establish a financing subsidiary. ITs it then at 
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a competitive disadvantage vis-a-vis General Motors with its financing 
subsidiary, GMAC? 

Mr. Donner. I am sorry, I cannot answer that question. I have 
no basis for knowing what their position might be, Mr. Maletz, and I 
say that very hones. 

r. Maretz. Do you recall that Dr. Yntema, the vice president of 
the Ford Motor Co., testified before the Senate Antitrust Subcom- 
mittee at page 418, for example, and I quote: 

We do not want to be and we do not want our dealers to be at a competitive 
disadvantage with General Motors, whose dealers and customers are serviced 
by GMAC. 

Mr. Donner. I remember a statement somewhat like that. That 
is his opinion, but that does not necessarily speak for other companies. 
It is his opinion and it is probably a great. tribute to the efficiency 
with which GMAC is run. 

The Cuatrman. I would like to ask you a question, Mr. Donner, 
turning to your statement on page 16, quoting Mr. Gossett, vice presi- 
dent and general counsel of Ford: 

I think that if General Motors has violated the antitrust laws, if they have 
undue power, that some action ought to be taken, appropriate action. 

Do you imply that if General Motors and General Motors Accept- 
ance Corp. have done anything wrong, the remedy should be in the 
courts and that the Department of Justice should proceed ? 

Mr. Donner. I am sorry, for some reason I cannot hear you right 
now. There issome noise there and I cannot hear. 

The Cuatrman. I think part of your statement is to the effect that 
if General Motors and/or General Motors Acceptance Corp. or both 
have done anything wrong, that recourse should be had by the Depart- 
ment of Justice through the courts. 

Is that not the tenor of part of your statement ? 

Mr. Donner. That is right, sir. 

The Cuatrman. I think the answer to that was given very suc- 
cinctly yesterday by Judge Loevinger. He said, in effect, that the 
prosuuen of an antitrust case, particularly against any company as 

arge as General Motors, is costly and inordinately time consuming. 
The process is loaded with delays and roadblocks. After years of 
striving, he said, the Government secured a consent decree against 
General Motors and GMAC. He said that General Motors and 
GMAC were able to go on as they did before the suit was started. 
The public was unable to obtain the relief needed. 

Now that being the case the public must try another forum, and that 
forum is the Congress. That in my opinion is not. only the reply 
properly given by Judge Loevinger, it is the reply that I personally 
must give. The only thing we can do is have recourse to the Con- 
gress, because the other way does not. provide the public what Judge 
Loevinger seemed to imply was Justice. 

Mr. Donner. Well, I don’t know if you want me to comment on 
that. 

The CuHarrmMan. Yes, I would like to get your comment. 

Mr. Donner. Because a great deal of what you have said, I think, 
should be replied to by a lawyer. I was talking with our counsel] this 
noon about this. He has not. had a chance to read Judge Loevinger’s 
testimony. 
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_Thad a chance to glance over it. and I think it is something he would 
like to give a good deal of study to. My reflection on that, reading 
it as a businessman, was that it was rather a reflection on our judicial 
processes in saying that you can't rely on them to administer the 
antitrust laws. 

Now maybe that is a naive statement for me to make, but as I read 
Judge Loevinger’s statement, he was saving that the judicial processes 
that have been set up to administer the antitrust laws, to which we 
and all other companies—— 

The Cuatrrman. Mr. Donner, as I view this, vour company stands 
before the bar of public opinion as having been convicted of a viola- 
tion of the antitrust laws, convicted of a crime. The Supreme Court 
denied certiorari. 

In addition, your company was brought before the Federa] Trade 
Commission, and you were accused there of coercion, and other mal- 
practices, and after ¢ vears of investigation and 4 vears of litigation, 
the cease-and-desist order of the Federal Trade Commission was sus- 
tained. 

Mr. DonNER. What case was that? Iam sorry. 

The CHamrMAN. It was referred to—— 

Mr. Donner. Counsel tells me it is the Parts case. I just wanted 
to be sure I knew what you were talking about. 

The CHatrMaNn. In addition thereto, an indictment 1s now pending 
against vour company in the courts and two civil antitrust suits have 
been filed against vou. We, therefore. must strain all the statements 
that you make through the mesh of the company’s past. 

You have a past that is before you in a certain sense. You cannot 
exculpate vourself from these past wrongs by mere statements. There- 
fore, T cannot view with any degree of equanimity these protestations 
that are made as, for example, the claim that there will be more com- 
petition if you remain in the sales financing field, united with GMAC, 
that car dealers will be benefited, and that we would have almost an 
automotive paradise if conditions continue. 

I cannot see that at all in the light of your past. For once bitten, 
twice shy. 

Your company has bitten before, and we are shy now. That is 
how I have to view this. We are looking at this thing in an entirely 
different climate than was the case some years ago. 

We are in a new era, facing new frontiers, and I think some of the 
executives of large companies and their counsel must wake up to that 
change. 

Now forgive me for saying all this, but I firmly believe it, and I 
think it is properly a part of this record. m 

Mr. Power. Mr. Chairman, may I just comment for a moment on 
that. That is one of the reasons why I said I would like an oppor- 
tunity to review the testimony yesterday and to file a statement. 

I think there are many things in that history that you are not aware 
of. For instance, it was not stated in that. record, as I understand 
it, that there were 19 individual defendants indicted along with the 
(General Motors Corp., General Motors Sales Corp., General Motors 
Acceptance Corp., and General Motors Acceptance Corp. of Indiana. 

Of those 19, 2 were dismissed just before trial. After a 6 weeks’ 
tnal of the 17 individual defendants, they were al] acquitted by the 
same jury, and, yet, they were the ones who were supposed to have 


550 AUTO FINANCING LEGISLATION 


concocted and perpetrated the conspiracy. It was a very unusual 
verdict. 

Now after that case, eight dealers—— 

The CuarrMAN. Let me ask you: Was General Motors and (en- 
eral Motors Acceptance Corp. convicted in that case ? 

Mr. Power. Yes, yes. Now my point is merely this: That the -\t- 
torney General said nothing, or, rather, the head of the Antitrust D:- 
vision said nothing about the individuals who are the ones whio were 
supposed to have committed the illegal acts. They were all acquitted 
by the jury. 

Now sibeaqueiit to that, eight treble damage suits were filed by 
dealers. A good many others, I think, were probably contemplated. 
but eight were actually filed. 

Of those eight, in three of them there were jury verdicts for the 
defendant. Of the other five, one was dismissed on summary judg: 
ment, another was dismissed at the close of the plaintiff's case after 
all the proof was in, another was determined to have been res ad- 
judicata, but all eight cases were dismissed or we received verdicts. 
and there was not a single civil suit recovery. 

Now there was mention made of the fact that this consent decree. 
there was some talk about that being sort of a, oh, a protection, almost. 
for General Motors. 

Let me read you one section of the consent decree: 


Jurisdiction of this cause—— 


The CuairMAN. This is in another case now ? 
Mr. Power. This is the civil suit. 

The CuHatrMan. The civil case? 

Mr. Power. Yes. 


Jurisdiction of this cause is retained for the purpose of enabling any of the 
parties of this judgment to apply to this court at any time for such further 
orders and directions as may be necessary or appropriate for the construction 
carrying out of this judgment or for the modification or termination of any 
of the provisions thereof or for the purpose of the enforcement of compliance 
therewith and punishment of violations thereof. 

That 1s a very broad provision. 

The CuarrmMan. Let me ask you one question at that point. 

Mr. Power. Yes? 

The Crramman. Has the Government the right to bring you befor 
the court again under that consent decree and seek divorcement of 
General Motors Acceptance Corp. from General Motors? 

Mr. Power. They have the right to proceed against General Mo 
tors under that consent decree for contempt. Now just a moment— 

The Ciratraran. I asked you a specific question. 

Mr. Power. Iam not answering that question because I don’t know 
What the law would be on the point, but I know this: That at the 
present time if we have any other violation that is outside the scope 
of it, they could proceed against us. 

The Crairman. That is not the point. IT simply asked you a spe 
cifiie question. 

Mr. Power. I don't know. T have just been told that the hes 
of the Antitrust Division would not answer that question either. 

The CHairman. You brought. this 

Mr. Power. No, no, now wait just a moment. 
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I was referring to the past. You are asking for something m the 
ae Icannot give you that kind of an opimion. 
a 1 PEAS, I said you have your past before you. 

yo TOWER. Well, I know; that is the one I am talking about. 

: e ( HARMAN. And we always say, what is past is but. prolog. 
le lee me is Ys ell, I really also want to file something in connec- 
ae ae and particularly this point of the witnesses and what 
me ibe us kmd of a decree, and I also would like to let this committee 
how what we did to enforce this consent decree. 

vvery single dealer that is appointed, even if a dealer were ap- 
pointed fomorrow, gets a copy of this. He gets a letter from the 
Wend ones Interpreting this. We put those out back in 1952. 

leld meetings around the country with our people, and every new 

emplovee must read and sign. 

le CHAIRMAN, I would certainly give you permission to submit 

anything you care to, 
: He Ve Thank you very much, 
have fe ULLocu, Mr. Chairman, before we leave this point, I 
Ths comment to make. 

First of all, [ think it is a truism that no good citizen ever wishes 

tocondone or to Protect wrongdoing or illegal acts. 

, HORE\ er, before indictment, there is usually some proof of wrong- 
ng or egal acts. Twas a bit disturbed vesterday, and I am more 
tured today, by the statements that the difficulty of prosecution, 

re dificult of court action, calls for legislative action to correct sit- 
tons, 

Tan inclined to believe that is not in accordance with the represent a- 

tive republican way with which we are accustomed. 

Mr. Doxxer. It was just to that statement that I was speaking, Mr. 
a> McCulloch, when T said I thought it was a reflection on the judicial 
v [itwesses to say that, and I would just like to comment that on these 
~ Ne actions that were mentioned, one of them the GILLC case, we 
We been operating under a very clear-cut, definite consent decree 

or Years under which we could, as [ understand it, be cited for con- 

etpt any day that we did not live under it rigorously. 
a Vnder the Federal trade action which was in 1942, we have been 
© tng for 19 years under a cease-and-desist order, which, as a layman, 
inderstand js Just as rigorous as a consent decree. 

As to the other three actions, the actions which have been taken 
Aullist us, they are in the courts. Iam unwilling to adimit we are 
culty until the cases have been tried. 

Mr. McCtrnoci. If there is proof of wrongdoing or of illegal acts, 
then vou may expect that 
7 Mr. Doy ser. Yes, but T was just reciting the present status of the 
*. “Wiaition, the number of vears we have been acting under these cease- 

iml-desist und consent decrees and the fact that these three other cases 

Reretu the very early stages of trial. 

Mr. Power. IT would like to add to what Mr. Donner said. In the 
ov se-and-desist order presently in effect, the Parts case, there was a 
theck on comphance with that cease-and-desist order by the Federal 

ride Commission 2 vears ago and apparently we were In compliance, 

Mr. Doxner. We don't want to say that we are unduly pure, but 

im trying to make the point we are working very hard at at. 
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Mr. Maretz. Mr. Chairman ? 

Mr. Donner, do you believe that divorcement of GMAC from Gen- 
eral Motors and its operations as an independent sales finance com- 
pany would produce higher finance charges for both dealers and 
retail purchasers ? 

Mr. Donner. What page was that on? Did I say that or are you 
saying I said that ? 

Mr. Matetz. In effect, I believe you made a statement like that. 

Mr. Donner. You aresaying I said that ? 

Mr. Power. At what page is that ? 

Mr. Mavetz. Yoursummary at page 2: 

The result could well be higher finance charges for both dealers and retail 
purchasers. 

I believe you amplified on that in the body of your statement, Mr. 
Donner. 

Mr. Donner. I said “could well be.” 

Mr. Matetz. “Could”? Thisis speculative? 

Mr. Donner. It 1s speculative. 

Mr. Maetz. Entirely speculative. It could be the divorcement of 
GMAC would result in lower finance charges to dealers / 

Mr. Donner. I very carefully chose the words “could well be” be- 
cause I did not. want to be in the position of indulging in certain con- 
jecture. 

Mr. Matetz. In other words, it would be equally accurate, would it 
not in your judgment, to say that the result could well be lower finance 
charges for both dealers and retail purchasers; is that. not nght ? 

Mr. Donner. I would be very surprised that it would be lower, 
when I see what the costs and rates of GMAC are. 

Mr. Maretz. Why would you be surprised if, upon divorcement, 
GMAC did, in fact, make its services available not only to General 
Motors dealers but to non-General Motors dealers as well ? 

Mr. Donner. A lot of things could happen. It might operate dif- 
ferently ; it might attempt to make more money. 

Mr. Mapes I beg your pardon ? 

Mr. Donner. I said it could operate differently. It could decide 
that it would attempt to make more money. Again, it is speculative, 
but I think the record of the Senate subcommittee in 1959 indicated 
that there was testimony by others to the effect that that could happen. 

Mr. Matetz. Now, let us assume, if you will, that GMAC were di- 
vorced, and let us assume further that GM AC then decided to compete 
for the business not only of General Motors dealers but of non-Gen- 
eral Motors dealers. 

Would the result then be higher or lower finance charges for 
clealers ? 

Mr. Donner. I wouldn't know. I wouldn’t know. 

Mr. Maerz. Is it not a fact that after CIT was divorced from its 
affiliation with Ford Motor Co., and after the contract of affiliation 
between Chrysler and Commercial Credit was terminated by the con- 
sent decrees, the cost of financing went down ? 

Mr. Donner. I wouldn't be familiar with that. Tam familiar with 
the fact that Mr. Yntema said that one reason that Ford wanted a 
retail credit company was that they were not getting as low rates; 
isn't that correct ? 
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Mr. Power. That is right; in certain areas. 
t. Donner. In certain areas, 

One of the key words in both Mr. Stradella’s statement and mine 
concerns the “nation wide” availability, and that was one of the con- 
siderations that Mr. Yntema had in mind, and that is one of the first 
considerations that is important when you were citing to Mr. Stradella 
this very large number of nonaffiliated sales finance company agencies. 

oe are not nation wide. Banks are not nationwide. 

t. Matetz. After termination of the affiliations between F ord, 
Chrysler, CIT, and Commercial Credit, did not CIT and Commercial 
Credit pros Mm size and service + 
_ Mr. Donwer. Yes; but I don't know whether they grew with the 
Industry or not. The industry was growing very rapidly. 

Mr. Matera, They did grow in size and service, did they not? 

t. Donner. I said I don't know whether they grew faster or slower 
ine the industry as a whole. That is an important point in this 
picture, 

Mr. Manerz. But did they actually grow ? 
{r. Donner. Oh,Tassumeso; yes. Sodidthecountry, 
Mr. Materz. I take it that in a sales financing transaction it is the 
ealer and not the sales finance company which establishes with the 
automobile purchaser the amount of the time charge? 

- Donner. Yes; just in the same way that the dealer and the 
Customer establish the price, the net sales price, at which the car will 
be purchased by the customer after the trade-in allowance is made. 
hat is, it is handled entirely in the same manner. 

Mr. Maerz. Let me ask you this: Are GMAC rates to dealers lower 
than rates of com eting sales finance companies? 

Mr. Donner. h, I think that would vary around the country, and 
I think the important thing in the competitive picture is what the bank 
rates are on dealer purchase. 

r. Maerz, Yes; but competing 

Mr. Donner. I am not familiar enough to know the details. I will 
sav this: That it is a very checkered picture around the country, this 
rate structure. 

r. Maerz, In other words, you are not prepared to say that across 
the country GMAC's rates are lower than rates of independent sales 
Dance companies? 

Mr. Donner. I think I would be taking in too much territory. 

ir. MaLerz. Is it correct that in specific areas even though GMAC 
rates to General Motors dealers might in certain instances be lower 
than those of GMAC competitors, this does not mean necessarily that 
the savings experienced by the dealer are passed on to the retail car 
Purchaser ¢ 

Mr. Donen. Mr. Maletz, I would have to go through—and I have 
been thinking of this a long time because I thought you would ask me 
(he quest ion—— 

Mr. Manetz. I beg your pardon? 

Mr. Doxner. I said I have been thinking of this a long time beeen 
I though you would ask me the question, it 1s a natural question. I 
would have to go through the whole complicated business of an auto- 
mobile dealer who is selling new cars in a trading business, takonge in 
used cars and reselling them in a trading business, and I don't think 
(hat you can say that the exact cost of the financing charge on an in 
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voice has any relationship to the net cost of that financing to the con- 
sumer, because you don’t know how much the dealer has traded away 
in the used car transaction or given implicitly as a discount. on the new 
car. You probably know as everybody knows that people don't bi 
a new car for the stated cash delivered price, and the financing charge 
and the charge for the car is all part of that trading that the dealer 
does. And when I look at the amount of overall net profit that many 
dealers have, my feeling is the customer is getting the net. benefit of 
the lower finance costs to GMAC, and that the cost that GMAC charges 
does have a real impact on the cost to the customer. 

But if you have ever tried to follow one specific transaction throug! 
a dealer’s statement until the final used car is traded away on the 
fourth trade, you have a little trouble sorting out individual transac: 
tions. 

I am talking about the overall picture. 

Mr. Maerz. I think it might be well at this point, Mr. Donner. to 
indicate that the automobile dealer engages in a variety of functions: 
isn’t that true? 

Mr. Donner. That is correct. . 

Mr. Maerz. In other words, he is a retail seller of an automobile, is 
he not ? 

Mr. Donner. That is the essential business. 

Mr. Materz. Right. 

Mr. Donner. And most of these others are directly ancillary to it. 

Ned Maerz. He also, in effect, lends money, does he not, in many 
cases ? 

Mr. Donner. He may have his own finance company, yes. sir. 
Mr. Maretz. Or actually when he discounts his paper with GMAC 
he is in the business of extending credit toa purchaser ? 

Mr. Donner. If he happens to do it on recourse, you might argue 
that. 

Mr. Marerz. Yes. | 

Mr. Donner. If he does it on nonrecourse, which Mr. Stradella said 
was what—23 percent of the business, he isn’t doing it. 

Mr. Materz. If he sells his paper to a finance company on recourse, 
he is, in effect, is he not, engaged in extending credit to the retail pur 
chaser ? 

Mr. Donner. Without having the obligation of borrowing money 
directly himself. 

Mr. Maerz. In other words, what he does, as I understand it, 1s t 
obtain credit at wholesale from the finance company, and provide "! 
at. retail to the car purchaser; isn't that correct ? 

Mr. Donner. Well, he gets his wholesale credit directly from a bans 
finance company, if he doesn't have the funds himself. 

Mr. Mauerz. Yes. 

Mr. Donner. On the retail, if the customer comes In and wants to 
have the dealer handle the finance charge, he has the choice of all the 
alternatives. If he should choose he may be able to pick up the phere 
and make the deal certain. If he chooses to turn that over to a net 
recourse company, on a nonrecourse financing transaction, I dont 
sider he has really extended credit. 

Mr. Maverz. In addition, the dealer in a great number of Stite. 
particularly General Motors dealers in 46 States, act. as insuritcr 
agents, do they not? 
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Mr. Donner. Oh, yes, on the cars that they sell. 

Mr. Maerz. And, beyond that, the dealer is in the repair business, 
is he not ? 

Mr. Donner. Because it is necessary for the dealership to service the 
cars. These are very closely knit activities, if you analyze them, and 
they have grown up very naturally, in my opinion. We saw this begin 
to grow in the finance area in 1920 and 1921. We saw it begin to grow 
in the insurance area in the late 1930’s. 

Mr. Maerz. Now, at page 5 of your statement you indicate the 
or for formation of GMAC,. That event occurred in 1919, did it 
not ! 

Mr. Donner. That is correct. 

Mr. Materz. Was GMAC organized to acquire and keep within its 
control to the greatest extent possible the business of financing the 
sales of GM cars? Now, I am going back a long way now, sir. 

Mr. Donner. You have even Sole back before my time and I didn’t 
think you were going to be able to do that today. You are about 7 
years before my time. I am sorry, I would hate to try to answer that 
question. 

Mr. Maerz. You would rather we skip that question ? 

Mr. Donner. As far as my being able to answer it of personal 
knowledge, yes. 

Mr. Maerz. Did General Motors establish GMAC in 1919 as an 
instrument of sales policy ? 

Mr. Donner. Those are some words. I want to be sure they aren't 
misunderstood. 

If you mean as astep in the distribution of automobiles with respect 
to concerning themselves with the ability of the purchaser to get 
credit, the ibility of the purchaser to get low-cost credit, and the 
ability of the purchasers goodwill to be maintained with General 
Motors in that process; ves, I think they did. But. it was in that 
kind of a channel. If you use sales policy in the sense that GMAC 
was organized to utilize uneconomic means to facilitate the sale of 
cars, I would answer “No.” So I just want to be sure we understand. 

Mr. Maurrz. Yes, we will accept that. 

Mr. Donner. It is a tricky concept. 

Mr. Maerz. The definition of your term as to sales policy. 

In 1925 did GMAC originate the practice of adding to the finance 
charge, a part to be collected from the purchaser and paid to the 
dealer? 

Mr. Donner. I wouldn't know that. 

Mr. Ma.rerz. At any time has it come to your attention that prior 
to 1925 dealers generally made no profit from the financing of auto- 
mobiles? 

Mr. Donner. No, I wouldn't know that, sir. 

I think you would have to realize, though, that the percent of cars 
financed was very low in those days, also. 

Mr. Maerz. A few more questions, Mr. Donner. 

These are questions that I have directed previously to Mr. Stradella. 

Mr. Donner. Yes. 

Mr. Maerz. And he suggested that these questions should more 
appropriately be addressed to you. 

When General Motors sells automobiles to dealers, it requires the 
payment of cash at the factory, does it not ? 
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Mr. Donner. That is not quite correct. I hoped you were going 
to repeat those questions. 

That is not quite correct. 

The custom has been that the cash sale be picked up when the 
car 1s delivered to the dealer, whether the dealer pays for it through 
his own check, through a local bank, through a local financing com- 
pany, or through GMAC. That time is regulated on a transit time 

asis, depending on the distance a car is from the factory. So it 
makes it sound a little stringent when you say at the factory. 

Mr. Maerz. Well, put it this way: The dealer must pay for the 
car when it reaches his premises, is that right ? 

Mr. Donner. That is correct, and that has been the custom of the 
industry for—this I know from reading history—from 1900 or 1910. 

Whether it is a good custom is another matter. 

Mr. Maerz. What is your opinion ? 

Mr. Donner. My opinion is that it has a lot of merit from this 
standpoint: that it does cost money to carry cars. It costs varying 
amounts of money depending on how the dealers chooses to do tt. 

If we didn’t do it this way, then we would have to include in the 
price of the car some allowance for the cost of carrying it for 4 
period of time, and you, as a dealer, would be paying that whether 
you sold it the day you got it, whether you held it 10 days, 20 days 
30 days. And if you were an efficient dealer you would be carrying 
the cost indirectly of the inefficient dealers who might have 90 dar 
stock. So I would say from the standpoint of equity among the 
dealers, it has very real meaning. Somebody has to pay the cow. 

Mr. Matetrz. Now, beside providing retail installment credit by the 
purchase of dealers installment paper, GMAC also finances the whole- 
sale purchase of GM products by its dealers, does it not ? 

Mr. DonnEr. What products? Iam not sure—— 

Mr. Maerz. Automobiles. 

Mr. Donner. Automobiles? 

Mr. Matetz. Yes. 

Mr. Donner. That is, it finances them through wholesale, you 
mean ? 

Mr. Matetz. Yes. 

Mr. Donner. Yes, that is what we were talking about. 

Mr. Materz. Yes. 

Now, there was testimony, and this is the precise question that ws: 
addressed to Mr. Stradella 

Mr. Donner. Yes, I recall. ; 

Mr. Mavetz. There was testimony before the Senate Antitrust Sub- 
committee that independent. finance companies have experience 
considerable difficulty in obtaining rmaval from (reneral Motors te 
permit them to provide wholesale financing to General Motors cat 
dealers. 

Mr. Donner. Do you remember what hearing that was, Mr. Maletz 

Mr. Maerz. Yes. 

Mr. Donner. What year? 

Mr, Maerz. They are hearings in 1959, and I think they are hear- 
ings in 1955. 

Mr. Donner. Yes, because that. has a little bearing on my comment. 

Mr. Marerz. In addition, it was testified before the Senate Ant! 
trust Subcommittee that after a General Motors dealer has agreed (0 
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use an independent finance company for wholesale financing, neces- 
sary approval by General Motors of the finance company and its 
financial paper is sometimes long delayed and difficult to obtain. 

I would lke further to read to you the statement on this point 
contained in the staff report of the Senate Antitrust Subcommittee. 

Mr. Donner. Was that the 1955 hearing ? 

Mr. Materz. At page 73. 

Mr. Donner. Were those the 1955 hearings? 

Mr. Maerz. This report was based on the 1955 hearings. 

Mr. Donner. That is the staff report, not a committee report? 

Mr. Matetz. Yes, the staff report. 

Mr. Donner. I just want to be clear on the year and the source. 

Mr. Materz. In other words, there was testimony before the Senate 
Antitrust Subcommittee in 1955 and there was testimony before the 
Senate Antitrust Subcommittee in 1959 in connection with S. 838 
that approval by General Motors of the independent finance company 
ae its financial paper is sometimes long delayed and difficult to 
obtain. 


The Senate staff report states specifically, and I quote, at page 73: 


Witnesses pointed to the difficulty of independent finance companies in obtain- 
ing approval from General Motors to permit them to provide wholesale financing 
to General Motors car dealers, as evidence that General Motors uses its power 
and market position to assist GMAC to keep to itself the financing and insur- 
ance business of General Motors dealers. The record discloses that after a 
General Motors dealer has agreed to use an independent finance company for 
wholesale financing, necessary approval by General Motors of the finance and 
its financial paper is sometimes long delayed and difficult to obtain. One wit- 
ness testified on this point— 


Mr. Donner. At what page are you? 

Mr. Maerz. Seventy-three. Do you follow me? 

Mr. Donner. I was listening. I had not picked it up yet. 

Mr. Maerz. I am reading from the first full paragraph, page 73. 
Mr. Donner. I have it now. 

Mr. Materz. I am reading from the quote. 

Mr. Donner. I have it now. 

Mr. Matetz (reading) : 


“It was brought out here in the testimony yesterday that the practice in the 
automobile business is for the dealer to establish an arrangement with the 
finance company to pay for his automobiles at the factory for him and release 
the cars for shipment. The finance company provides that money which the 
dealers don’t have or don't want to provide, and the dealer pays the finance 
company when he sells the automobiles off his floor. 

“Now, we have arrangements with the various factories under which we 
establish our wholesale paying arrangements for the various dealers. With 
the other factories such as Ford, Chrysler, American Motors, Nash-Hudson, 
Studebaker-Packard, those arrangements work very smoothly. 

“We set them up, complete them in each case with very little difficulty, and 
very little time is required. In the case of General Motors, it is very difficult. 

“Their policies and procedures make it very difficult for our company to es- 
tablish those arrangements in the first place. There is considerable delay in- 
volved. 

“With the other factories we can complete an arrangement in a matter of 2 
or 3 days, or not over a week. Sometimes in emergencies we can even get on 
the phone and complete them in a matter of hours. But in General Motors it 
requires about a minimum of 3 weeks, and in some cases it has required months 
to get the arrangements established and completed and get them to accept and 
approve it.” 

There is testimony in the record that an effort is made by GMAC to dissuade 
the dealer from using the services of the independent company while the ap 
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proval of General Motors to the transaction is pending. If true, such activities 
are in violation of the spirit of the consent decree, if not of its direct prohibi- 
tions. 

I wonder, Mr. Donner, if you would comment on this entire matter. 

Mr. Donner. Yes. 

This was the procedure that was put in at about the time of the 
consent. decree. The papers were worked out very carefully with 
the Department of Justice and the court, and, like all of these things, 
you get growing pains in the early stages. 

I got into this myself at the time that these hearings were held. I 
found that there were some instances. They had nothing to do with 
GMAC's interest in the wholesale financing. I think they had to do 
with slow paperwork out at the division. We got into it. 

We streamlined some of these things. 

I have checked up very recently and I am told that there are not 
unfair, undue delays today. Iam not saying that there were not at 
one time. My feeling is that they are the sort of thing you get when 
a new procedure is put in, particularly as you must recognize that ar- 
rangements like this are dependent upon the credit standing of the 
company extending the credit, and we had a little trouble getting those 
arrangements working. 

I feel today, and since this statement was made, I feel that we have 
operated effectively in the field. 

Mr. Maerz. Well, now, this report was issued in 1956. There was 
testimony to very similar effect. before the Senate Antitrust Subcom- 
mittee on February 26, 1959 

Mr. Donner. Does that testimony indicate 

Mr. Maerz. Almost 7 years after the entry of the consent decree. 

Mr. Donner. Does that. testimony indicate when the occurrences 
happened? Isit at. all clear when they happened ? 

Mr. Maerz. Just a moment. This witness testified before the Sen- 
ate in February 1959, and made reference to an incident some 10 years 
before. 

Mr. Donner. Yes. 

Well, I had a feeling that we got this matter working, and the point 
I wanted to make with your committee is that it is the kind of diffi- 
culties you have when a procedure is put in from the operational 
standpoint, and certainly the people operating it out at the car di- 
visions did not care one bit where the financing went. 

But they certainly cared whether the credit was good or whether 
they were going to be hung with a bad debt. 

And you know a few hundred cars can pile up a good-sized bad 
debt. + 
_ Mr. Maerz. Now, another witness testified in 1959 with respect to 
stances in 1958. 

Mr, Power. How many witnesses testified in those hearings? 

Mr. Manerz. I beg your pardon ? 

Mr. Power. Lamasking how many witnesses testified. 

Mr. Maverz. Have you read the record ? 

Mr. Power. Yes. Twas here at those. There were very few cases 
They were all exceptions, and we checked into them very carefully. 

Tn the provisions for financing, we must follow the consent decree. 

There is a different exhibit for banks and the different forms. We 
even have to get guarantees and financial statements and the like. 
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That is all provided for in the decree. 

Now, in some instances you get a small company or one that is doing 
it. for the first time, and they do not know how to go about it; or 
we havea man that is not too experienced at it. 

You can have those things happen. But those were very much the 
exception. 

Mr. Donner. My recollection, Mr. Maletz, 1s in both these hearings 
that where we knew of the instances we ran them down. 

Mr. Power. That is right, we did. 

Mr. Donner. I have a recollection that in one instance it was a 
case where the dealer and the local bank had difficulty getting an 
agreement out there as to what the paperwork was. 

All I want to reiterate is these are procedural difficulties. 

I don’t want to condone them or try to push them aside, but they 
had absolutely nothing to do with GMAC petting the wholesale f- 
nancing. They had todo with something very simple, and that 1s that 
the car division, as I said before, did not want to be sitting there 
witha bad debt a few months later and find that. it had let some dealers 
have a few hundred ears that there was no money to pay for. 

Mr. Maerz. No further questions, Mr. Chairman. 

Mr. Craprrer. Mr. Chairman. 

Mr. Rogers. Yes. 

Mr. Craptrer. I have one or t wo questions. 

Mr. Donner, the way H.R. 71 is presently worded it provides in part : 

That nothing herein shall prevent such corporation, when making sales of 
its motor vehicles at wholesale, from permitting the purchaser to pay for such 
motor vehicles within a@ reasonable time after purchase at no additional 
charge. 

Now, assume a hypothetical situation, sir, that the bill becomes law 
and that GMAC is not divorced from General Motors, but goes into 
other lines of financing. But also that under this bill which would 
be entirely legal, GMAC finances GM wholesale operations for noth- 
ing. 

In your opinion, would this give General Motors a competitive 
advantage over other automobile manufacturers ? 

Mr. Donner. If GM or GMAC financed it for nothing? 

Mr. CRABTREE. GMAC. 

Mr. Donner. Ido not think that they would finance it for nothing 
whether they were independent or a subsidiary of General Motors. 
They would have no reason to finance it for nothing. But as I under- 
stand it, that would give General Motors the right to sell those cars 
on 90-day payment, and I was just going to remark on that, that the 
result would be that we probably would increase the price of a Chev- 
rolet. about $30 1f it was carried for 90 days, because it cost about $10 
a month to carry it, and that was the point to which IT was directing 
my earher remarks to Mr. Maleta, I think, or to Mr. McCulloch, I 
dont remember who now, in which I said the mefticient dealers would 
get an advantage, and the efficient dealers would pay the freight for 
the others, because we would have to put that in the costs of all cars. 

Mr. Crasrree. In that respect, sir, you anticipated my next 
question. 

Mr. Donner. Tam sorry. ‘ 

Mr. Crasrree. You have already answered it. Now, just one or two 
other questions, sir. 
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This may be a little repetitious. Has the Department of Justice 
written General Motors concerning complaints that there have been 
violations of the consent decree, and if so, has General Motors fur- 
nished the Department of Justice with all the requested information ? 

Mr. Donner. I think I will ask counsel to answer that. 

Mr. Power. We have not had any. 

Mr. Cranrree. You have not had any complaints? 

Mr. Donner. Counsel. 

Mr. Power. No; no communications to us. 

Mr. Craprrer. Yesterday we heard some of the representatives 
from the sales finance companies testify that they had made com- 
plaints to the Department of Justice, but they declined to furnish us 
with the names of the General Motors dealers who supposedly had 
been coerced by General Motors. Would you be willing for the inde- 
pendents to furnish to this committee the names of the (seneral Motors 
dealers who have been coerced, in order that they could be called as 
witnesses ? 

Mr. Power. I have no objection to anybody testifying here, but I 
would not myself feel that I would say that they were coerced. You 
are assuming they were or at least the charge has been made. 

Mr. Rogers. In other words, you do not want to name anybody 
that has been coerced ? 

Mr. Power. No. Now, the point I want to make with you in this: 
For instance, the Department of Justice received complaints from an 
automobile manufacturer that certain of their dealers who were dual 
with General Motors were being coerced. Those complaints were in- 
vestigated and found to be unsubstantiated. 

Mr. Donner. There were several, too. 

Mr. Power. Yes: and, incidentally, on that we ourselves checked 
it and found there was no coercion, and we did not go and talk to 
those dealers. We wrote and asked them for the information as to 
who did it, and that is the wav we would do it in any situation. 

You will find lots of times that statements are made just. as hap- 
pened in the GMAC case in South Bend, the one that was talked about 

earlier. Many witnesses, I would say 100 to 150, were called down 
there to South Bend. Some of them told us about it later. They never 
testified because they had said to a finance company that. was trying to 
sell them their particular business, trying to get the business from the 
dealer, and they would be going im and talking to that dealer mavbe 
week after week, and finally to get rid of him the dealer who wanted 
to finance with GMAC would say to him: “Well, you know better. I 
cannot. do that. They would cancel my franchise.” 

That was net so at all, but he was trying to get rid of the man who 
Was trying to sell him a service, and he got tired of talking to him. 
Those things all just washed out the window. There were a good 
many witnesses that were down there at South Bend that never testi- 
fied, because they could not. That was not what they meant. 

Mr. Donner. As we get into this question of coercion, I cannot help 
but be a little confused reading the record of these hearings as to 
whether my job is to convince the committee that the dealers are not 
being coerced to use a service to the benefit of General Motors, or 
whether General Motors is doing a disservice to competition because 
its dealers are unwilling to leave the selling of G@M cars because they 
have the value of GMAC. I have seen both these statements made m 
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hearings. I frankly am a little confused as to exactly what. is 
troubling us here. Is it that we are coercing dealers to do something 
that 1s bad for them or are we furnishing something that is—I do not 
remember what. the language was—that is “freezing” the dealer or- 
ganization of the country. I do not. think we can have it quite both 
ways. 

Mr. Rocers. There is a suggestion that with the magnitude of the 
GMAC and its cooperation with General Motors throughout the years 
you havea captive market. | 

Mr. Donner. I would disagree with that, Mr. Chairman. 

Mr. Rocers. I have said that has been a suggestion made to this 
committee. 

Mr. Donner. Yes. Well, I wanted to disagree with that. That is 
the middle ground. 

Mr. Rocers. Sure. 

Mr. Donner. The middle ground interests me because, as I have 
said earlier, I have been out in the field. I have talked to dealers; 
they have talked to me, and my feeling is that 1f there is one area 
where a dealer is completely free and easy in his mind, it 1s what 
he does with his finance paper, whether he keeps it himself—and 
2 lot of them have finance companies—whether he keeps it himself 
or sells it or whether he sells it to GMAC. I think the only in- 
terests the dealers do have is that. they would like to have as much 
of that paper as possible go across their counter and not go to a 
direct-to-consumer finance agency. 

Mr. Rocers. I was just trying to point out many things that 
have been suggested to us, and one of the problems we have to deal 
with is, as you know, the magnitude and the extent of the financing. 

Mr. Donner. I was merely speaking to this question of coercion, 
which confuses me at. times. 

Mr. Crartrer. With regard to the proposition of whether or not 
there has been coercion, I believe there is already in the record 
the fact. that General Motors Acceptance Corp. wholesales more 
automobiles than it retails. 

Mr. Donner. I think that is very natural, because it 1s a great 
convenience to a dealer to handle its wholesale through one agency, 
whether it is the local bank or a local finance company or a na- 
tional finance company or GMAC. On the other hand, it is very 
simple for a dealer to take his finance paper around and sell it. to 
half a dozen agencies one by one. One is a matter of convenience, 
and I think it has been testified to by some of these sales finance 
companies that they make no money on their wholesale, anyway. 

We do not happen to agree that GMAC makes no money. 

Mr. CRABTREE. Just one final question, sir. This has regard to the 
Senate report on administered prices. 

Mr. Donner. Which hearing was that, Mr. Crabtree ? 

Mr. Crasrree. I beg your pardon, sir? 

Mr. Donner. I was just interested to get the years straight. 

Mr, Cransrrer, This is the report that was published November 
1, 1958. 

Mr. Donner. I see, yes. 

Mr. Cranrree. This is my question, and I will first state a hypo- 
thetical situation, which I will not ask you to agree to; but this 
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report states in rather dogmatic terms that the problem 1n the auto- 
mobile industry is the monopoly power which is possessed by General 
Motors. The report then goes on to suggest that the Department of 
Justice conducted a thorough investigation, and then considered 
bringing a section 2 monopoly case. 

Now, my question is this: Assuming, for the sake of argument, this 
condition to be true, does this bill really go to the heart “of the anti- 
trust situation, that is, to whatever dominance General Motors mar 
have in the: Atitomobile industry ? 

Mr. Donner. I do not. know whether I am “beating my wife” or 
not. I want to sort that one out. I would like you to make that 
talk to 40 of our divisional managers and get out. of the room when 
you tell them we have got a monopoly, with the competition under 
which they are. 

When you get into the question of whether it goes to the heart of 
the antitrust situation, I think I would rather let counsel comment 
if he wants to on the legal side of it. The business side is purely iffy. 

Mr. Power. I do not. know where the heart is. 

Mr. Donner. We certainly believe that the way we have to operate 
in the automobile industry, we are in a very competitive industry as 
I understand competition, and I will be glad to take any of the com- 
mittee members out to the regions and field and branches and zones 
and see what goes on. It is a good, tough business, and I do not 
think that the record of the amount of business that the varions 
companies hold in the industry indicates there is anything fixed. 
certain, or constant about the amount of business individual com- 
panies get, including, unfortunately, General Motors. We go down. 
too, at. times. 

To me that is competition. Maybe that is not a legal definition. 

Mr. Crasrrer. T have no further questions. 

Mr. Marerz, Mr. Donner, I do not know whether these two ques 
tions should more appropriately be addressed to you or to Mr. Sa 
della, but if I ay. have you refer to Mr. Stradella’s statement. 
the bottom of page 9 and the top of page 10. He stated, and I ae 

Dealers can use GMAC wholesale facilities and, at the same time, give all 
or part of their retail financing to banks or other finance ecampanies. Mans 
dealers do exactly this. 

Mr. Donner. As T understand the situation 

Mr. Marerz. Is it a fact that many dealers give all of their resu! 
paper to other agencies ? 

Mr. Donner. That is my understanding. I do not want to answer 
that of direct knowledge, but it is my understanding that that is 6 

Mr. Manerz. May I inquire of Mr. Stradella as to whi AL percenhar 
of General Motors dealers follow this procedure of giving all of thet 
retail paper to banks or other financing companies ? 

Mr. Strapena. Pdonot think J can answer that. 

Mr. Maverz. What is the basis for saying that many dewlet- seve 
banks and independent sales finanee companies all 

Mr. Srrapetia. Allor part, T said. 

Mr. Matera. Of their retail paper. 

Mr. Srrapenna. All or part. 


Mir. Marerz. You say, “Many dealers do exactly this.” many ae ler. 
Mr. StrapELLa. All or part. 
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Mr. Marerz. Maybe I misunderstood you. You did not mean to 
imply that many General Motors dealers give all their retail financing 
to banks and independent sales financing companies ? 

Mr. StrapELLA. No, I did not mean to say that, all or part. What 
I meant to indicate was there was a great deal of split business bet ween 
various financial concerns and ours. 

Mr. Maerz. Thank you very much. 

Mr. Rogers. Thank you, Mr. Donner, and thanks to you, Mr. 
Stradella, for coming before the committee and giving us your views. 
Thank you very much. 

The committee will stand adjourned subject to the call of the Chair. 
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GENERAL MOTORS 
ACCEPTANCE CORPORATION 


GENERAL MOTORS BUILDING 


BRANCHES BROADWAY AT 57TH STREET PRE CUTISE cerices 

THROUGHOUT Cabri ef perss 

THE WORLD NEW YORK 19.N. Y. Ctwmc tac 
July 25, 1961 


Mr. Herbert N. Maletz, Chief Counsel 

Antitrust Subcommittee of the Committee 
on The Judiciary 

United States House of Representatives 

Room 230 

House Office Building 

Washington, D. C. 


Dear Mr. Maletz: 


Based on our review of the transcript of 
the hearings on H. R. 71, held by the subcommittee on June 
9, 1961, attached are fifteen (15) copies of supplemental 
information by General Motors Acceptance Corporation in 
response to requests made at that hearing relating to: 


1. The Group Creditors Life Insurance and 
Group Creditors Disability Insurance. 


2. GMAC's share of the Retail Instalment 
Market on vehicles sold by General Motors 
dealers. 


3. The GMAC Borrowing Ratios and subordinated 
debt agreements. 


This supplement is for the purpose of sup- 
plying the additional information and clarification that 
the transcript indicates was desired by the subcommittee 
from GMAC with regard to GMAC's activities in these three 
areas. 


You will note that the supplement does 
not contain a revision of the percentages of the retail 
instalment market obtained by competing groups of financing 
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Mr. Herbert N. Maletz, Chief Counsel 
Antitrust Subcommittee of the Com- 
mittee on The Judiciary 
July 25, 1961 
Page 2 


institutions contained on page 6 of the GMAC statement of 
June 9, 1961, based on an assumed separation of retail 
credit extended directly and retail credit extended through 
a dealer. While the transcript does not clearly reflect 
exactly what assumptions were intended to be made for this 
purpose, it appeared to be your position that only the 63% 
of the 46% retail financing which is done by banks through 
dealers and none of the 13% representing retail financing 
done by credit unions, small loan companies, etc., (on the 
assumption that all of this 13% represents direct retail 
financing) should be included in determining the relative 
shares of the retail financing market. 


Such a computation can arithmetically be made 
from the figures already supplied. In fact, page 457 of 
the transcript contains your "very hurried" computation on 
this basis which is approximately correct except that as 
we pointed out in our letter of June 26, 1961 to you, the 
percent for the commercial banks should be the higher of 
the two percents stated for banks and other finance 
companies. 


However, it is our opinion that using such 
percentages on this basis or using them to show a higher 
GMAC share of General Motors dealer retail contracts by 
indulging in furtner assumptions is unjustified and un- 
realistic. The assumptions on which such figures would 
be based would be artificial and the conclusions drawn 
would not reflect conditions as they exist. 


Very truly yours, 


. AY yey te 
Aloyéius F. Power 


General Counsel 


SUPPLEMENTAL INFORMATION 
BY 
GENERAL MOTORS ACCEPTANCE CORPORATION 
IN RESPONSE TO REQUESTS MADE 
AT 
HEARING BEFORE THE 
ANTITRUST SUBCOMMITTEE 
OF THE 
COMMITTEE ON THE JUDICIARY 
UNITED STATES HOUSE OF REPRESENTATIVES 
ON 
H.R. 71 
ON 


JUNE 9, 1961 
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SUPPLEMENTAL INFORMATION 
BY 
GENERAL MOTORS ACCEPTANCE CORPORATION 
ON H.R. 71 


During the testimony on June 9, 1961 of 
Mr. Charles G. Stradella, chairman of General Motors 
Acceptance Corporation, the Subcommittee requested 
additional information. The following material is 
provided in response to the Subcommittee's request 
and also to furnish the Subcommittee with additional 
factual information on the operation of the GMAC 
group creditors insurance program as well as the GMC 


participation in the instalment credit market. 
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(The information referred to at pp. 430 and 434 follows:) 


1. GROUP CREDITORS LIFE INSURANCE 
GROUP CREDITORS DISABILITY INSURANCE 


Reference: Official Transcript of Hearings 
June 9, 1961 -- Pages 377-410 


Group Creditors Life Insurance 


What GMAC Does in Handling Group Creditors Life Insurance 
The Subcommittee expressed interest in the functions performed by 


GMAC in connection with insurance under the group creditors life insurance 
policy provided to GMAC by Prudential Insurance Company. 

The dealer offers the insurance to the retail purchaser. In 
addition to arranging for the policy in the first instance, GMAC gives 
dealers considerable assistance in offering this type of insurance. The 
dealer is furnished with copies of a pamphlet specially prepared by GMAC 
entitled "Insurance On Your Life" which points out that life insurance cover- 
age is available. GMAC provides the dealer with display easels which again 
call attention to the availability of life insurance coverage. Rate charts 
also are furnished to the dealer and retail salesmen so that they can easily 
quote the exact cost of the insurance to the customer. Retail conditional 
sales contracts are provided containing all descriptive clauses related to 
the insurance which are required under the regulations of the various states. 
All of this material, of which many thousand copies are required, is furnished 
at GMAC expense. 

When a conditional sales contract which includes group creditors 
life insurance is offered to and purchased by GMAC, GMAC must: 

l. Verify the correctness of the amount of the charge 

for life insurance. 
2. Prepare and deliver to the purchaser a certificate 


of insurance. 
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3. Where the contract has been signed by a co-purchaser 
or guarantor, verify that the proper party has been 
insured. 

,. Maintain records so that the necessary information may 


be supplied to the Prudential Insurance Company. 


A substantial percentage of GMAC accounts are prepaid by purchas- 
ers before the scheduled maturity. Where group creditors life insurance 
is included, the unearned portion of the premium mist be calculated and 
refunded to the customer by GMAC. 

Last year (1960) approximately 16,000 death claims vere paid. 
On each claim, GMAC mst obtain proof of death to meet the insurance com 
pany's requirements. Many of these claims require a considerable amount 
of effort in order to obtain the required information and complete the 
settlement before the paid-in-full contract and the unearned finance 
charge can be forwarded to the customer's estate. 

The amount of the claim and pertinent details relating to the 
deceased purchaser's account are reported by the GMAC branch (accompanied 
by the proof of death) to the New York office of GMAC. This office 
reconciles the total amount of claims and submits them to Prudential for 
reimbursement. The central office mst also maintain adequate records 
to make the proper monthly settlements with the Prudential. 

As will be seen later, it has been the practice of GMAC to 
anticipate that these substantial expenses which GMAC incurs under the 
program would be reimbursed by way of dividends from the Prudential, to 
the extent consistent with the desire to maintain a low rate to the 


customer. 


-3- 
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(The information referred to at pp. #3 ana fi0 frliswess 


- a ad 7s m, 
a-xxl Tertt 'cate -« Seam Sretitors Lite 


Ivsirance Polic 








The group creditors live ins macce priteltiicc mse aevaliatie is 
WAC customers is based cr a prlicy issaet fy ce Pracer- Za ios—sre 
 4L= mesg 


Campany of America to SWAT with ac effeccive late =<? April lt, iSet. TMi 
policy, which replaced sim‘iar ccverase Sestoicg Iictsber i, stl, is 


still in effect. 


The policy provides Zor icscacce paysile tc GMAT, is te erert 
of the customer's death, in an amourt equa. to the cspa‘d Salasccre unter 
the contract, to be applied by GMAT to the customer's accocct. 

Group creditors life inssrane ‘is mucmeacly c?fered tc retail 
purchasers by dealers in commecticzr with chetr ims*aimert sales. “Ze 
Car purchaser is free to decide whether he stould be so ics cred. 

The group creditors life ins.racme méce availatie ty we is 
believed to be more liberal than that offered by macy sales ?iracce 
camanies with respect to both eligitility requiremerts and the extext 
of coverage. For example, there is no iimitatior or the age of the 
Customer whereas some group creditors irsuracce poiicies have ar age 
limitation of 65 years. 

As requested by the Subcammittee (page 369), the policy and 
amendments thereto together with the letter from Prudertial Irnsurame 
Company outlining the most recent rate change are attached as Exhibit l. 

GMAC prepares and delivers a certificate of insurance to each 
Customer who elects group creditors life insurance. A copy of the 
certificate, which was also requested by the Subcommittee (page 389), 


ig attached as Exhibit 2. This certificate, which contains a brief 


description of the insurance in force on the life of the insured debtor, 
= - 
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(The information referred to at p. 441 follows:) 


is a statement of the Prudential Insurance Company signed by its president. 
The certificate, however, is printed, completed and delivered by GMAC at 
its own expense. The policy and certificate have been filed with ani 
approved by the New York State Insurance Department and have also 


received approval by the insurance departments of other states where 


required. 


Insurance Policy and Certificate - Group Creditors Disability Insurance 


Group creditors disability insurance is also made available ty 
GMAC under a Prudential Insurance Company policy. This coverage vas 
initiated in 1960 to meet the growing demand for this type of protection. 
For the portion of the policy year starting October 1, 1960 through April 
30, 1961 approximately 5% of the contracts purchased by GMAC have this 
coverage and earned premiums have totaled $204,000. ‘There has not yet 
been sufficient exposure under this policy to determine what the loss 
experience will be. GMAC performs substantially the same administrative 
functions for group creditors disability insurance as for group creditors 
life insurance. 

As requested by the Subcommittee (page 407), there are attached 
as Exhibits 3 and 4 a copy of the group creditors disability insurasce 
policy and a copy of the group creditors disability insurance certificate. 
The certificate is a statement of the Prudential Insurance Company sigzed 
by its president. The policy and certificate have been filed with asd 
approved by the Insurance Department of the State of New Jersey and ais 
have received approval by the insurance departments of other states wher 


required. 


Provision in Policy for Dividends 


Group creditors insurance policies (as do other types of group 


= 
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insurance policies) customarily contain a provision for an annual dividend 
or a premium refund to the lender-policyholder if the experience under the 
policy so permits. 

Evidence that this is the general practice in the business is 
contained in the following excerpt from "Consumer Credit Insurance" (1957) 
by Dr. Daniel P. Kedzie, Assistant Professor of Insurance and Finance, 
Marquette University, and former Insurance Examiner, Wisconsin State 
Insurance Department, page 12h; 

"Premium Refunds and Dividends 

Most group contracts of consumer credit life insurance 

provide that a premium refund shall accrue to the lender- 

policyholder based upon the experience of the company and 

the individual lender-policyholder as determined by the 

insurer's current formila. Mutual insurers call this 

refund a dividend. This refund or dividend may be paid 


in cash to the creditor or applied toward the payment of 
any premium at the policyholder's option.” 


The payment of dividends by Prudential to the lender-policyholder, 
GMAC, follows the usual practices of mutual insurance companies underwriting 
credit insurance. 

GMAC has been informed that the Prudential Insurance Company's 
Practices provide that policyholders with comparable experience receive 
comarable dividend treatment. 

The disposal of dividends or experience refunds received by a 
Pelicyholder is not regulated by law or the provisions of the policy. It 
nas been the policy of GMAC to reduce charges to new cus*ters as favoralie 
experience 1s developed under the policy, since it would be I=practical 
identify the specific debtor group which developed a favorntie experione, 

re a 
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Premium Rates, Charges to the Customer and Loss Experience 


Consistent with its desire to offer low cost creditors life 
insurance to the retail purchaser, GMAC has reduced the charge to the 
purchaser four times since inception of the program. It has not 
always received a simultaneous reduction in premium from Prudential. 
This is evidenced by the chart on the following page which shows the 
rate charged by GMAC to the purchaser as well as the premium rate 


paid by GMAC to Prudential from inception of the program to date. 


« The chart shows that the rate charged the purchaser when 
the program was introduced in 1941 was $0.4875 per $100 of amount 
of contract per annum and that the four reductions brought the charge 
to a low of $0.2925 per $100 in 1955. This low charge continued until 
December 1957. From February 1, 1952 to November 30, 1957, GMAC 
charged the purchaser a rate approximately 10% below the premium paid 
to Prudential. In December 1957, the purchaser charge was raised to 
$0.325 per $100 (the actual premium rate of the insurance company) 
and again on November 1, 1960, to the present $0.375 per $100 when 


the premium was raised by Prudential. 
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GMAC GROUP CREDITORS LIFE INSURANCE 


RATE CHARGED PURCHASER AND RATE PAID PRUDENTIAL 
(per $100 of Awt. of Contract per Annum) 


SERRA ERROR Reena 
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- 3250 
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Note: The above rates are expressed in terms of $100 of contract per 
annum, which is the method used by GMAC in stating its rate 
charged the purchaser. 


Payments are made to Prudential based on a monthly rate per 
$reg of outstandings. The present rate paid Prudential of 
0.577 per $1,000 of outstandings RSF month converts to the 
out urcheesr rate of $0.375 per 3100 of contract per annum, 

as follows: 


Assume a $1,200 contract for a one-year term. 


The monthly balances outstanding ($1,200 the 1st month, $1,100 
he 2nd month, etc.) total 37,800. Based on a premium rate of 
-577 per $1,600 per month, the ‘onl premium paid Prudential 

over the term of the contract is $4.50. This is equivalent to 

the purchaser rate of $.375 per $100 of the amount of contract 

($4.50 divided by 12). 
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During the entire period since inception of the GMAC group 


creditérs life insurance program, Prudential's loss ratio (direct loss 


payments related to earned premiums) on this policy has averaged 79.9%. 


For the most recent year, 1960, the loss ratio was 93.0%, or , in other 


words, purchasers received $0.93 in direct benefits for each $1.00 of 


premiums earned by Prudential. 


During 1960 a total of 16,000 claims 


were paid in the amount of $17,440,000. 


A review of the loss experience for the volume years beginning 


with 1952 indicates that in 1952 with the loss ratio in the area of 74, 


charges to the customer were reduced by about 10% and again in 1955 bys 


further 10% since the loss ratio was continuing in that general area. As 


a result, by 1958 when the loss ratio approached 90%, it was considered 


advisable to increase the charge. When in 1959 and 1960 the loss ratio 


increased to 91% and 93% respectively, a further increase was put into 


effect. In both latter instances, the purpose was to improve the dividend 


to cover the estimated expenses. 


going: 


POLICY YEAR 


1952 
1953 
1954 
1955 
1956 
1957 
1958 


1959 
1960 


RATIO 


68.7 
68.2 
69.3 
69.1 
79-1 
80 .6 
89.5 
91.0 


93.0 


The following schedule records the fore- 


RATE CHARGED BY GMAC 
TO CUSTOMER 
(PER $100 OF AMOUNT OF 
CONTRACT PER ANIUM) 


Reduced from $0.3575 to $0. 3250 on 2-1-5e 
No change 

No change 

Reduced from $0. 3250 to $0.29%5 on 10-1-55 
No change 

No change 

tonvedsed from $0.2925 to $0. 3250 on 12-1-5 
No change 


Increased from $0.3250 to $0.3750 on D-1-8 


-9- 
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Application of Dividends 


During his testimony, Mr. Stradella, at the request of the 
chairman of the Subcommittee (Page 382), submitted figures as to dividends 
under group creditors life insurance made available by the Prudential 
Insurance Company of America, which total $21,144,000 for the 19-year 
period, 1942-1960. The total amount of these dividends, however, did not 
accrue to the benefit of GMAC, due principally to the fact that, during 
@ period of almost six years as indicated earlier, GMAC charged the 
customer less than the premium it paid Prudential. During that period, 
the GMAC charge to the customer was approximately 10% lower than Pru- 
dential's premium charge to GMAC. Premiums earned by Prudential on the 
GNAC policy since inception through 1960 amounted to $137,103,000; however, 
related charges collected by GMAC from customers through 1960 totaled only 
$29,921,000. This difference of $7,182,000 mst be deducted from the 
gross dividends of $21,144,000 on the policy, making the net amount actually 
accruing to GMAC $13,962,000 (not $21,144,000). 
Since inception of the group creditors life insurance progran, 
GMAC has issued certificates to 24,060,000 customers. The net amount of 
$13,962,000 accruing to GMAC, therefore, is equivalent to $0.58 per customer. 
It will be noted that the figure of $13,962,000 represents approxi- 
mately 10% of earned premiums before deducting any expenses incurred by 
GMAC. During the last three years, 1958-1960, in spite of the increases 
in premium rates, dividends have amounted to only 5.44% of earned premiums, 


again before deducting any expenses incurred by GMAC. 


Most sales finance companies which have group life insurance 


- 10 - 
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subsidiaries as well as other sales finance companies and banks expect 
coverage of their administrative expenses and, in addition, a profit. 
This is further indicated by the statement made by Mr. David D. Steere, 
president of Allied Finance Company, Dallas, Texas, before the Antitrust 
Subcommittee on June 30, 1961 (Page 1185). 

A pamphlet issued on September 19, 1960 by the National Better 
Business Bureau, Inc., New York, referring to the 1957 results of three 
insurance companies specializing in creditors life insurance “including 
a wholly-owned subsidiary of one of the largest finance factors” stated 
that: 

"Aggregate totals of these companies .. . indicate 


that only $7.4 million or 22% was returned to the 
insuring public, out of premiums paid of $33.5 million." 


In contrast, GMAC has sought only reasonable reimbursement for 
expenses incurred for which it looks to the dividends paid by Prudential. 

While GMAC does not maintain separate cost data on its group 
creditors insurance program, Prudential Insurance Company estimates that 
if it were to perform only certain of the functions now handled by GMC, 
i.e., issue the certificates of insurance to purchasers, perform the sub- 
sequent bookkeeping operations and make payment of claims based on receipt 
from the GMAC branch offices of the claims with death certificates attache, 
it would incur an additional annual cost in the area of $500,000 on the 
basis of current volume and related expense including salaries. Murther 
more, GMAC would still incur expense since the assumption of these furcti= 
by Prudential would not eliminate all the functions now being perforned by 


GMAC. 
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As a yardstick for reimbursement of expenses, something in the 
area of 104 of earned premiums is considered adequate. When reimburse- 
ment for expenses reaches or exceeds this level, it would be anticipated 
that the charge to the purchaser would be adjusted downward. 

GMAC believes that this yardstick which has produced an average 


offset to expense of $0.56 per certificate issued is most reasonable. 


Availability of Similar Policy to Competitors and Practices of Competitors 

The Prudential Insurance Company advises that the terms and 
conditicns of the GMAC policy are similar to those of group creditors 
{nsurance policies which Prudential issues to some other sales finance 
companies that do not have their own life insurance subsidiaries, banks 
and small loan companies throughout the United States. Most major sales 
finance companies operate their own subsidiary life insurance companies. 

Many insurance companies other than Prudential offer group 
creditors life insurance to instalment credit institutions. The "1960 
Life Insurance Fact Book” published by the Institute of Life Insurarce, 
Nev York, makes the following statement on Page 29: 

"Written as term insurance, credit life policies are 

issued by life insuracce companies thro.gh commercial 

banks, finance companies, credit uniozs and retailere, 

to cover time purchases, charge accourts and otser 

financial obligations in the everct of deetn. ...Group 

credit master poiicies cumbered 47,K0 ... at the end 

of 1959.” 

The practicee of other instalment credit institutions with 
respect to charges are generally es follows: 

Otrer Sales Ficexce Compecies. As compared with the charve of 


$0.375 per $190 to the GMAT customer, it is know treet 8 omer of Etnlet 
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finance companies charge as much as $1.00 per $100 amount of contract per 
annum. This fact was confirmed by the testimony of Mr. Steere, president 
of Allied Finance Company, on June 30, 1961 (Page 1178). ‘The lowest 
customer charge by any non-affiliated sales finance company which has been 
brought to the attention of GMAC is $0.435 per $100. ‘This is an exception. 
The lowest charge as a general practice is $0.50 per $100. 

Commercial Banks. Generally, the banks charge either $0.50 per 
$100 or $1.00 per $100 per annum for creditors life insurance, except in 
California where the customer charge is the same as or almost as low as 
GMAC's. In a few areas there are also some banks that have no identifiable 
charge for life insurance as such, including its cost in the overall finance 


charge. 


-~13- 
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2. MARKET PARTICIPATION 
Reference: Official Transcript of Hearings 
June 9, 196l-Pages 441-466 and 514-515 

During Mr. Stradella's appearance before the Subcommittee, 
opinions were expressed by others that there is more than one automobile 
instalment credit market. These people maintained that there are two 
markets, one made up of business purchased from dealers by banks and 
sales finance companies and the other made up of business obtained directly 
from the purchaser by banks, credit unions and others. This was and is 
denied by GMAC. It is unrealistic and artificial to split up what is a 
most competitive single market. 

On pages 1146 and 1147 of the transcript of hearings, 
Mr. R. L. Mullins, president of the Wolfe City National Bank of Wolfe 
City, Texas, a proponent of H.R. 71, related a story of how a local 
dealer took away from the bank a desirable piece of business which was 
to have been financed by the bank as a direct loan to the customer. 

Perhaps an explanation of what actually happens in a credit 
purchase will provide a clearer understanding. At the time of sale 
the customer may obtain financing either through the dealer or direct- 
ly through banks, credit unions and others. Most automobile dealers, 
though not all, prefer to handle the financing and insurance, if pos- 
sible, for the additional possible income to them. They, therefore, 
try to get all the instalment credit business on all cars they sell. 
Sales finance companies, as well as banks offering a dealer plan, 
provide many services to assist dealers in their effort to prevent 


this instalment business from going to those financing sources that 
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deal only with the purchaser. This is logical since the dealer is 
their source of participation in the market. 

Sales finance companies, including GMAC, provide the dealer 
with sales material, showroom display pieces, handout literature and 
conduct selling meetings with the dealer's sales organization -~ all 
in an effort to assist him in developing the instalment business for 
himself and then. 

One of the major efforts of GMAC to assist the dealer in 
getting this business is its national advertising program. Samples 
of GMAC advertisements are attached. 

The dealers' principal competition in securing the financing 
is represented by those banks which deal directly with the public. 
They use several avenues of communication to do this -- newspaper ad- 
vertisements, radio, television, handout literature included with 
monthly bank statements, etc. Samples of bank advertisements also 
are attached. 

In competing for the total market, some banks pramote direct- 
ly with the public through advertising and ater means as stated, and 
simultaneously promote a dealer plan in order to participate in that 
part of the market obtained by the dealers. 

For example, the attached advertisement of a Detroit bank 
urges the reader to: 

"..look into the advantages of a Mamifacturers National 

Bank Auto Loan ... Arrange it yourself at ary one of the 

37 MNB offices in Detroit and the Metropolitan area, or 

tell your auto dealer. He'll make the arrangements for 

you. 


Similarly, the attached advertisement of another Detroit 


bank advises: 


mS ae 
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“Your car loan can be completed at your Dealer's 
Office ... or see your nearby Bank of the Common- 
wealth Office.” 


That there is one market is rather conclusively evidenced by 
the fact that, where a given bank has both a dealer plan as well as a 
direct to customer plan, it is not unusual for it to offer the dealer 
a participation in the finance charge on the business created by the 
bank directly with the customer, provided he will accept the normal re- 
sponsibility under the bank's dealer plan. Without doubt such a bank 
would agree that there is only one market -- the total of credit 
purchasers in its area. 

Credit unions compete for this business through personal con- 
tact with employes in the institution where the credit union exists. 

They are constantly urging employes not only to participate in the 

credit union by making deposits therein, but also promoting employes 

to use the credit union where instalment credit is needed by them. They 
urge the employe not to go to the dealer or the banks. Certainly they 
do not distinguish between a prospective purchaser who intends to borrow 
directly from a bank and one who plans to go to the dealer for credit. 

The facts are that banks, dealers, credit unions, etc., compete 
actively for every instalment credit purchase. 

If this is not recognized by some of the American Pinance Confer- 
ence members, it may help to explain their declining participation in the 
business. 

That the competitive market includes banks and credit unions 


is clearly indicated by the largest AFC member. In a@ speech at the 
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27th Annual Convention of the AFC in November 1960, Robert H. Van Aman, 
vice president of Associates Investment Company, said, according to 


Appendix B, page B-107 of the Transcript of Hearings: 


"Before we conclude, let's talk about competition for 
a minute ..." 


"The penetration of credit unions has been rapid -- 

they now hold 8.8 percent of all consumer instalment 

credit. Commercial banks, our greatest competitors, 

are constantly pushing for a bigger share of the con- 

sumer credit business -- and mtual savings banks, 

another ‘privileged character' taxwise ..." 

The form of the credit, on the other hand, is determined by the 
type of financing institution which wins the business. Banks offer tw 
methods (direct loan by bank to purchaser or time sale contract with 
dealer); credit unions but one (direct loan to purchaser); sales finance 
companies but one (time sale contract with the dealer). ‘The fact that 
the documentation varies as between banks or credit unions servicing the 
purchaser directly and sales finance companies or banks servicing the 
purchaser indirectly through the dealers in no way justifies the assertix 
that there is more than one market. 

A statement was presented by Mr. Stradella showing the break- 
down of the automobile instalment credit market, in which the GMAC 
participation was approximately 18% in 1960. Mr. Stradella also indi- 
cated that the GMAC participation in that portion of the total market 
consisting of instalment credit purchases from General Motors dealers 
was about 42% in 1960. The estimated breakdown of the credit purchases 
(new cars, used ears and total) from General Motors dealers between 


those financed by GMAC and by others is as follows: 


= 7 
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New Used Total 
Total GM Dealer Sales 
To Instalment Buyers 100 100 100 
Financed by GMAC 6 ko 42 
Financed by Others 
Than GMAC 54 60 58 


The above figures are based on the assumption that the 
purcheses of new p&ssenger cars from General Motors dealers on irstal- 
ment credit represent the same percentage of their total sales as the 
overall percentage of time sales to total sales, 61%, as reported by 
the rederal Reserve Board for the year 1960. The Federal Reserve 
Board does rot publish ar estimated percentage of used cars sold on 
time; in order to develop the used car percentages, the assumption 
has been made that 65% of used cars are sold on time. 

With regard to new cars purchased from General Motors dealers 
by use of instaiment credit in 1960, an attempt has been made to esti- 
mate financing by banks, other sales finance campantes, etc., shown 


above to be 54%. The 54% was divided somewhat as follows: 


Financed By 
Commercial Banks 35% 
Other Sales Finance Companies & 


Credit Unions, Small Loan Camparies, etc. 13% 


73326 O—61—pt. 1—_38 
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(The information referred to at p. 502 follows:) 


Figures for earlier periods were provided to the Semte 
Subcommittee on Antitrust and Monopoly in 1958 as a part of the 
record of its hearings on Administered Prices and ‘c 1959 as part 
of the record of its hearirgs or S. 838 and S. 839. 

Another Subcommittee request (page 514) was for the dollar 
amount and the mumber of transactions represented by the estimated 
40% of General Motors dealers' new and used car time sales financed 
by GMAC. GMAC financed 822,000 new GM cars and 865,000 used passezger 
cars or @ total of 1,687,000 vehicles in 1960. This represented a 
dollar volume of $3,141,000,000. Total GMAC retail volume for 1900, 
covering all products world-wide, totaled $4,202,000,000 as stated 


by Mr. Stradella on page 514 of the official transcript. 
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(The information referred to at pp. 498 and 499 follows:) 


3. BORROWINGS 


Reference: Official Transcript of Hearings 
June 9, 1961 -- Pages 50i-5i4# 


There was a request during Mr. Stradella's testinony 
for the GMAC borrowing ratio for each year since 1956 (page 503). The 
following tabulation sets forth the facts with respect to the ratio 
of total borrowirgs to equity capital ami the ratio of borrowings 
(excluding subordinated notes) to capital funds for the years 1956-1960, 


as requested by the Subcommittee. 


Total Borrowings Borrowi ngs 
At Dec. 32 To Equity Capital (1) To Capital Funds (2) 
1956 15.1 5-5 
1957 15.1 5.8 
1958 12.1 4.8 
1959 12.5 4.7 
1960 12.2 4.8 


"Total Borrowings” and “Borrowings” include accounts payable 
and accrued liabilities. 


(1) "Total Borrowings" include subordinated notes; 
"Equity Capital” includes preferred stock, since all of it 


is owned by the single cormon stockholder, 
General Motors Corporation 


(2) "Borrowings" exclude subordinated notes; 
“Capital Funds" include subordinated notes. 


° The Subcommittee also requested a copy of the modified sub- 
ardinated debt agreement of February 1960 (page 506). Attached as 
Exhibit 5 are copies of paragraph 6 (d) of the loan agreements for 


both the 5-3/4% Junior Subordinated Notes due June 1, 1981 and 
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the 5-1/2% Subordinated Notes due June 1, 1981, both sold in February 
1960. This paragraph contains the GMAC covenants which govern the 
maximum amount of junior subordinated and senior subordinated debt which 
may be outstanding. The complete agreements were filed with the Securi- 
ties & Exchange Commission as an attachment to the GMAC Form 8-K Report 
for February 1960. Similar limitations have been incorporated in all 


outstanding junior subordinated and senior subordinated loan agreements. 
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Just as Dad says— 
no matter how you figure it... 


Think about it. You take care of eversthing in 
one place, in one casy step. Nobody to see but your 
dealer. Convenient? Indeed it is! Practical, too— 
no one is more interested in satisfying you during 
every phase of your purchase and ownership. 

Your General Motors dealer who uses GMAC 
can finance your car, your car insurance premiums 
and creditor life insurance for your family’s added 
protection—all on terms to fit your budget and 
at reasonable cost. 

It’s good to know, too, that you can always 


caunt on your dealer and GMAC for considerate 
treatment even if your circumstances change. 
GMAC has nearly 300 offices in the U.S. and 
Canada. If you move, your account can be trans- 
ferred to the office nearest your new home. 
Should you need major repairs, tires, of parts, 
GMAC credit facilities are available to you as 
a valued customer. 

So add it all up. You'll see it pays to finance 
where you buy—on the GMAC Plan. Since 1919, 
people have bought over 40 million cars this way! 


ASK YOUR DEALER ip CHEVBOUNT + PONTIAC « CLDSMOSEE + BUICK + CADRILAC now com and wes. - of of maker, cin FRIGIDAIRE + DELCO APPLIANCES 
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TIME PAYMENT 


WISE CAR SUVERS KNOW... 
The bes! woy to bey “on ime” is to poy down 
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KEEP THEM ALL TOGETHER 


That's the best way to handle the situation when 
you're buying a car “on time™ too. With the GMAC 
Plan, you can take care of all phases of your 
purchase in a single convenient transaction. You 
finance where you buy—with the dealer. There's 
not another person you have to sec! 

The General Motors dealer who uses GMAC 
can arrange to finance your car, your car insur- 
ance premiums, also Creditor life insurance to give 
your family added protection —all on terms to fit 
your budget and at reasonable cost. 


Circumstances sometimes change. If they do, 
you can depend on GMAC for friendly, consider- 
ate treatment. Should you move, another GMAC 
office will be conveniently located to continue 
serving you. There are more than 300 such offices 
in the U.S. and Canada. If you need tires. parts 
or major repairs, it is good to know that you have 
GMAC credit facilities available to finance them. 

Look into this Plan that has helped people buy 
more than 40 million cars since 1919! See why — 
1T PAYS TO FINANCE WHERE YOU BUY! 


ASK YOUR DEALER © CHEVEOURT « PONTIAC + OLOSHOMLE + BUICK + CADMLAC sew cor: ond csed con of of eater, che PRIGIDAIRE + DFLCO APPUANCES 





THRIFTY CAR BUYERS KNOW. 
The best wey to bey “on time” is te pay dows 
os ouch os you comfortably coe—ter per 
the balance ©: soon o8 yow con. 
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1TB- 58-132 
Detroit ews, 10-15-58; 10-20-58; 10-27-56. 
Detroit Times, 10-20-58; 10-27-58, 
Detroit Pree Pregt, 10-}6=58s 10-21-2585 :427-58 
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~ Dad has 
his new car 
financed 
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The new '59 cars are beautiful—aren’t they? Planning to buy one? 


If so, look into the advantages of a Manufacturers National Bank Auto 
Loan. MNB promises prompt, friendly service, convenient terms and 
favorable bank rates. Arrange it yourself at any one of the 37 MNB offices 
in Detroit and the Metropolitan area, or tell your auto dealer. He’ll make 
the arrangements for you. And, remember, an MNB loan helps establish 
your bank credit, so important in many of your personal and business 
financial affairs. 


MANUFACTURERS NATIONAL BANK 


Member Federal Deposit Insurance Corporation 
OuTRorr  - O8ARSORN - HIGHLAND PARK - GBLOOMPITLD - G@ROB8E POINTE WOODS 
MELVINDALE - WNORTHVNLE - PLEASANT RID@R - REDFORD - SOUTHFIELD - WARREN 
PARIMNETON TOWNE?HIP 
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GMAC EXHIBITS 
EXHIBIT NO. DESCRIPTION 
1 GMAC Group Creditors Life 


Insurance Policy with the 
Prudential Insurance Company 
Of America 


2 GMAC Group Creditors Life 
Insurance Certificate 


3 GMAC Group Creditors Disability 
Insurance Policy 


4 GMAC Group Creditors Disability 
Insurance Certificate 


> Modified GMAC Subordinated 
Debt Agreements 
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| (The information referred to at p. 435 follows :) 


ExHIItT 1 


INSURANCE COMPANY OF AMERICA 
(Herein called the Insurance Company) 


In Consideration of the Application for this Policy and of the payment of 
premium as stated herein, hereby insures the lives of certain debtors o: 


ne Y ‘Nee: in ve, '‘ cw > - 


GEMERAL MOTORS ACCEPTANCE CORPORATION 


* oy 


- 
é 


(Herein called the Greditor) 


neg: 


ané agrees, subject to the term and conditions of this Policy, 
mediately upon receipt of due proof in writing of the death of 


sured Gebtcr, the Insurence Company will pay to the Grediter the amount 
for whieh the debtor is insured. 


ad 


ae. 


° (|e > a os 
Ae: ‘ad a! 
ee mw el 


This Policy takes effect on the first 
which is the date of issue hereof, ané policy anniversaries 
first day of Octoder 


Pn ON 


first 
the Creditor in amoumts éetermined as hereinafter provided. 
premiun is dus on the date the Policy takes effect, and subsequent pre- 


miums ere, during the continuance of the Policy, dus on the first day 
of each month thereafter. 


#4 
NS se? 4% eS 


| 


ig fe. 


This Policy is delivered in the State of New York end is 
governed by the laws of that jurisdiction. 


ewe 


The Sections set forth on the following pages are part of this Policy. 


In Witness Whereof, The Prudential Insurance Company of Americe, at ite Kom 
Office in the City of Newark, New Jersey, hes caused this Policy to be 
exeouted and attested this seventeenth gay of March, 1948. 


adaithifiak Lat. Wack 


Secretary. Preeident. 


Attest, MLA. MOE... 


Group Creditors Insurance Policy Ho. GL- 360 
Dividends Apportioned Annually 


ede hen i? 6 
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Debtors DUBULOG 6666-06 6666 SSS SS SO h es Oe HOS OES sb HSS bs BOS wOS5S 56 SeSs 


Exclusion of New Debtors Under Certain ConditionS...cccccccccecce 
Associated CompaniGm 565 556 tia c eet b cee ei oebe ciiddewicatenesiess 


Paypent Of Prem Ui secs 6.6.56 sss Sins i ws we Wo.6 655. 50s00 boo 6 oe 6 6b eewees 
Premium Rates... cc. ccccscccccescecccs cccccc cc ccecceeecsescccrccecs 
Debtors! Contributsond.cecccccccsccccccscccccccsecsececsccccs ccccece 
Grace in Payment of Premiums - Termination of Policy.....cecorces 
Termination of Individual Insurance... ccecccccccccecercccccsere 
Age Correctson..cccccecccccccsvcccccccccscscccsegesesececsessceces 


Records — Information to be Purmiehed. eccccccecccccccsccccccecvces 


DAVIdONAB.. weer seccceccccccccrcscccccccsecccedesesorsercecsccens 


Debtor's Statement of INBuTAance... cc ccwccscccvcccccer veces ecces 
Uncontestadility. .. ccc vcccc cc cnncre rc ccveccstcescessesesececeee 


NNDnWnananav Vi YW F&F F&F FF F&F UU 


The Contract.. eeeree @e@etoeeveeveeen etree e@eaeeeee ees eoeeeee Geese e@eeeeoeteaeveeeea 


x 
eoeoeee@eoeveeeteovoveeeoeeeeneaeeeeeeevnent®eaeee @Geee- FG@eeaeeteeveecee@oteeoeeseeoeeen ee es Gee 


Copy of Application... .-ccccccccccccccccccccosscce-»- inside Back Cover 
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PLAN OF INSURANCE 


Each debtor who, on or after the effective date of this Policy, becomes 
obligated under the terms of one of the classes of obligations set forth below 
shall be eligible for insurance hereunder from the date such obligation is in- 
curred. Any person who succeeds any such debtor under and by Transfer of Fquity 
accepted and approved by the Creditor, shall be eligible from the acceptance ant 
approval of such transfer. Only one person shall be eligible with respect to ary 
one obligation. Where the instrument evidencing the obligation is executed by 
two or more persons, the debtor eligible under the Policy shall be the pereca 
whose signature appears first, unless the Creditor, at the time the insurance be- 
comes effective, designates one of the other persons executing such instrument 6s 
the debtor insured under the Policy and such designation is set forth in the Creit- 
tor's records. The classes of obligations under the terms of which debdtore all 
be eligible shall not include any obligations which are not repayable in perioiic 


instalments or which are repayable in periodic instalmerttese over a period exceeding 
three years. 


Classes of obligations referred to above: 


(a) Individual purchases of any personal property sold by any dealers 
under instalment sale agreements purchased by the Creditor from 
eaid dealers, and 


(bo) Obligations to any of said dealers for automobile accessories and/or 
repair work payable in instalments secured by chattel mortgages 
purchased by the Creditor from said dealers. 


The amount of inguranoe on the life of each debtor insured hereunder shall be th 
amount of unpaid balance remaining, from time to time while the insurance is in 
force, to be paid by the debtor under the terms of such instalment sale agreemuts 
or obligations purchased by the Creditor, provided, however, that the amount of 
insurance on the life of any one debtor shall not at any time exceed $2,500. 
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The life of each debtor who becomes eligible hereunder by executing an obligation 
which contains hia expresa authorization for the insurance and the term of which 
include an identifiable charge therefor, shall be insured hereunder from the date 
he becomes eligible) subject, however, to the provisions of the following pare- 
graph of this section and to the condition that if the Insurance Company shall 
have given notice to the Creditor in accordance with the section of the Policy 
entitled "Exclusion of New Debtors Under Certain Conditions" no further addition 
to the number of debtors insured hereunder shall be made on or after the effective 
Gate of such notice. 


If the number of new debtors becoming insured under this Policy during any period 
of twelve months is less than seventy-five per cent of the number of debtors be- 
coming eligible during such period, the Insurance Company may require that any 
debtor thereafter becoming eligible for insurance furnish evidence of insurability 
satisfactory to the Insurance Company as a condition to his becoming insured. If 
such evidence is furnished, the debtor shall become insured from the date the 
Insurance Company determines such evidence to be satisfactory or from the date the 
debtor beccuss eligible, whichever is later. 


EXCLUSION OF NEW DEBTORS UNDER CERTAIN CONDITIONS 


If the number of new debtors becoming insured under the Policy during any period 
of twelve months is less than = three hundred » oF less than seventy-five per 
cent of the number of debtors becoming eligible during such period, the Insurance 
Company may, by giving written notice to the Creditor at least thirty-one days in 
advance, decline to insure all persons becoming indedted to the Creditor on or 
after the effective date of such notice. 


ASSOCIATED COMPANIES 


For the purposes of this Policy, debtors of the following subsidiaries and af- 
filiates of the Creditor shall be considered debtors of the Creditor: 


- NONE - 


All premium are payable by the Creditor at an office of the Insurance Company or 
to an authorised representative, in exchange for official receipts signed by the 
President or the Secretary and countersigned by the person receiving payment. Such 
premium are and payable monthly on the dates specified on the first page of. 
this Policy. { Each monthly premium shall be equal to the product of the total 
amount of. insurance in force on the dus date of such premium and the monthly pre- 
mium @te then in effect./ Instead of the method of computation of premiums above 
provided, premiums may be computed by any method mtually agreeable to the Credi- 
tor and the Insurance Company which produces approximately the same total emount. 


‘ A monthly\premium rate of sixty-five cents ($0.65) per $1,000 of in- 
surance shall be in effect for all premiums falling due under this Policy, subject 
to the condition that upon the first policy anniversary, and upon each premium dus 
Gate thereafter on which the then current premium rate has been in effect for at 
least twelve months, and upon any date that the extent of coverage is changed by 
amendment to this Policy, the Insurance Company may, by notifying the Creditor, 
change the rate upon which the amount of further premium, including the one then 
due, shall be computed, provided, however, that if any change in rate effectuated 
by the Insurance Company purauant to the foregoing results in an increase in rate, 
such increase shall not in any event apply to or affect the insurance in force 
with respect to the lives of debtors then insured hereunder. 
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DEBTORS’ CONTRIBUTIONS 


The contribution of each insured debtor towards the payment of premiums shall be 
an identifiable charge, not charged to eligible debtors not so insured, of an 
amount specified by the Creditor but not in excess of the premium for the insur- 
ance with respect to such debtor. 


GRACE IN PAYMENT OF PREMIUMS - TERMINATION OF POLICY 


A grace period of thirty-one days, without interest charge, will be allowed for 

the payment of each premium except the first. If any premium ia not paid within 
the days of grace, this Policy shall terminate at the end of such grace period, 

except that if the Creditor mikes written request in advance for termination of 

the Policy at the end of any policy month or during the grace period, the Policy 
Shall terminate on the date requested. 


If the Policy terminates during or at the end of the grace period, the Creditor 
shall be liable to the Insurance Company for the payment of a@ pro-rata premium 
for the time the Policy was in force during such grace period. 


TERMINATION OF INDIVIDUAL INSURANCE 


The insurance on any debtor shall automatically terminate at the earliest of the 
following dates: 


(a) the date on which the unpaid balance of the obligation under the 
inetalment contract is fully paid; 


(b) the sixtieth day after continued default by the debtor in the pay- 
ment of any instalment of the obligation when due, unless the 
property under the instalment contract is repossessed during such 
sixty day period; 


(c) in the event of repossession of the property under the instalment 
contract on or before said sixtieth day after default, then on 
the fifteenth day after such repossession, unless during such 
fifteen day period the debtor redeems the repossessed property 
and the Creditor reinstates the instalment contract; 


(d) the fifteenth day after the date provided in the instalment 
contract for payment of the final instalment thereunder; 


(e) termination of the Policy. 
In the event of a Tranafer of Equity prior to termination of insurance ae above 


provided, the insurance on the life of the traneferor shall terminate upon accept- 
ance and approval by the Creditor of such transfer. 
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AGE CQRETI CS 


In the event of the misstatement of toe dettor’s ass «rere ce.) be an sqcttatis 
edjustment of the preri:m. 


RECORDS - IX PCRMATICN TC SS PET =e} 


The Creditor shall keep a record of te dettcrs icecred ccctetstag, %or east 
debtor, the essential particulars of tre ireurecce i-:iadtzg <1e s#%6 37 firs 

of each debtor. The Creditor etall furmist tericdtmily, «© che Icsmcecse oo 
pany's forms, euch information relating to -ew 722“%crs lideeetar ‘mpaet, tnatal- 
mente in default, changes in amourts 3? ins crance, and termicetioce i? inzscacsce 
@e my be required by tne Insurance Torpary *%o a2z!- star tre ster. Fer 3P- 
quest by the Insurance Company not more often chan scre & year, re creditcr ste. 
furnish a statement to the Insuresce Compesy of wach reterac*t ieta scocia ming ‘18 
dettore eligible for insurance nereinder as my resaccally “mre © ‘eering <c *te 
adzinistration of the coverage and o: tre de srmizetion c? tre 7 aoe pers 
rates. Such of tne Creditor's recomis as “ers a Seertra wm tle ins recce ess 
be open for inspection by the Insurance Compecy 2% any reesccet is «ize. 


DIVIDES 


The portion, if any, of the divisibie gry ius of the Inzcrance Cmrmeny hen tle 
upon this Policy at each policy anniversary erali be Cetermi-ed a= amlly ty <-e 
Board of Directors of tne Insurance Copneny ard stall be creciced te tre Folicy 
ae @ dividend on such anniversary, provided the Policy ig caorsicaed ‘= %’srce by 
the payment of all premiums to such anniversary. 


q 


Any dividend under the Policy shall be (1) peid to the Crediter in wat, at 
the option of the Creditor it may be (2) applied to tre re2tcction of =e prema 
then due, or (3) left to accumulate to the credit of toe Creditor as i-cg 28 ~e 
Policy remains in force, with compound interest at tre rate asczorized fm time 
to time by the Board of Directors. The Creditor may vit-dcrav divicend ac: mz ‘a- 
tiong at any time, and if the Policy terminates any dividend a-:cumclaticns tren 
remaining with the Ineurance Company shall be thereumon paid to the Creéitcr. 
Tae Insurance Campany stall, however, have the rig-t to defer toe vwitrérewl oF 
payment of any dividend accumulations for as long as aix moctrs, but mot serweiicg 
.be period permitted by law. 


DEBTOR'S STATEMANT OF TISTRANCE 


The Insurence Conmmany vill feeue to the Creditor, for delivery to sech dettcr 
inaured hereunder within a reasonable period after tre debtor's insurance t- 
compe effective, a statement that the life of tre dettor is iraured inler tre 
provisions of thie Policy and that any benefits payable ‘ereunder by reas. 7f 
tig death shall be applied by the Crecitor tcvards the discmrege of tis 1:A4et*e4- 
nese t) tne Creditor. The statement shali also set fortn tre name of tre Irgur- 
ence Company, the number and type of the Policy, and a brief descrirtion of tra 
coverege afrorded by the Policy. 


DICONTESTABILITY 


Thie Policy stmll be incontestadle, except for non-payment of premiums, after orn 
year from ite date of issue. 
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| THE CONTRACT 


This Policy, together with the Application of the Creditor, a copy of which is 
attached hereto and made a part hereof, constitutes the entire contract betwecs 
the parties. All statements made by the Creditor shall be deemed represents- 

tions and not warranties, and no such statement shall avoid the insurance o b 
used in defense of a claim hereunder unless it is contained in the Applictia 
@igned by the Creditor. 


Thies Policy may be amended at any tim, without the consent of the debtors in- 
eured hereunder, upon written request made by the Creditor and agreed to by t» 
Ineurance Company, but any such amendment shall be without prejudice to any clas 
arising prior to the date to which premiums have been paid. No agent is autha- 
ized to alter or amend this Policy, to waive any conditions or restrictions ca- 
tained herein, to extend the time for paying a premium, or to bind the Inswam 
Company by making any promise or representation or by giving or receiving any i> 
formation. No change in this Policy shall be valid unless evidenced by @ et 
dorsement hereon signed by the President, a Vice President, the Secretary, th 
Actuary, an Associate Actuary, an Assistant Seoretary or an Assistant Actuary of 
the Insurance Company, or by an amendment hereto signed by the Creditor and by 
one of the aforesaid officers of the Insurance Company. 


Wherever in this Policy a personal pronoun in the masculine gender is wed © 
appears, it shall be taken to include the feminine also, unless the context 
Clearly indicates the contrary. 


wa 47 -T- 
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A Mutual Life insurance Company 


HOME OFFICE, NEWARK , N.Jd. 
INCORPORATED UNDER THE LAWS OF THE STATE OF NEW JERSEY 


os: 
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\ 
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DEBTORS OF 


GENERAL MOTORS ACCEPTANCE 
CORPORATION 
Group Creditors 
Insurance 
Policy No. GL- 3560 
Dividends 


Apportioned Annually 
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[HE PRUOGNTIAL INSURANCE COMPANY OF AMERICA 
(Herein Called the Insurance Company) 


come na 9 ee a 


Effective ...APT1) 1), 198 |... the Policy is amended by the addition of 
the following: 


For the purpose of determining the portion, if any, of the 
divisible surplus of the Insurance Company accruing upon this 
Policy, the financial experience of thie Policy may be com- 
bined with that of Group Policy No. GL-205. 
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THE PRUDENTIAL INSURANCE COMPANY OF AMERICA, Heme Office, Newark, N. J. 
(HEERE! CALLED THE BUURANCS COMPANY) 


AMENDMENT TO GROUP POLICY GL- 
(te be attached to and made s part of the Polley) 


At the sequest of_______- GENERAL MOTORS ACCEPTANCE CORPORATION = 000000, 
herein called the Creditor, the Insurance Company and the Creditor hereby agree as follows: 


The Policy is amended as of April 1, 1948, ite effective date, to 

provide that General Motors Acoeptance Corporation of Indiam, Ino., 
@ subsidiary of the Creditor, is hereby deemed to be included wider 
the section "Associated Companies" appearing on page 4 of the Policy 


It & agveed that such change or changes shall form a part of the Policy, but act unless both the Creditor and the Insurance 
Company have hereto affixed their reapective signatures. 





Prtaeed to U.S. A. by Sendantel Foun 
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THE PRUDENTIAL INSURANCE COMPANY OF AMERICA, Home Office, Newark. N. J. 
(GEREIN CALLED THE INSURANCE COMPANY) 





AMENDMENT TO GROUP POLICY Ne... 4-360 
(to be attached to and made a part of the Policy) 


GENERAL MOTORS ACCEPTANCE CORPORAT TON 
At the request: Of ....o.......-e:cn-scsessssssceescecssecssseseseneenemmmnenenettsseneeemenmesess sets tamamematuananeansaaasee state 038 
herein called the Creditor, the Insurance Company and the Creditor hereby agree as follows: 


Effective April 1, 1948 » the Policy is amended to provide that: 


All premiums payable with respect to insurance on persons who become ds} tore 
on and after April 1, 1948 under instalment sales agreements or ch: -t«- 


mortgages purchased by the Creditor from dealers located in Canada, anc all 


moneya payable by the Insurance Company with respect to claims on accour: of 
such insurance, shall be fully discharged and dischargeable by payment, 
dollar for dollar, in lawful money of Canada 


It is agreed that such change or changes shall form a part of the Policy, but not unless both the Creditor ead the inavase 
Company have hereto affixed their respective signatures. 


__ GENERAL MOTORS ACCEPTANCE COR PORAT 108 


I 
(Pail or Corperaes Nese) 


ww, borer _s_Vice Presiaas_— 


THE PRUDENTIAL INSURANCE COMPANY OF AMERICA 





Newark. NJ... °27. 7 8 By . Z. wee : 
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«4 THE PRUDENTIAL INSURANCE COMPANY OF AMERICA, Homme Office, Newark, N. J. 
(HEREIN CALLED THE (NSURANCE COMPANY) 


AMENDMENT TO GROUP POLICY Ne... GL-300._ 
(to be attached to and made a part of the Poliay) 


- GENERAL MOTORS ACCEPTANCE CORPORATION - 
herein called the Creditor, the Insurance Company and the Creditor hereby agree as follows: 
AMENDMENT 
The Policy is amended to provide that as of its effective date April 1, 1948, 


the insert "1949" appearing in the second paragraph on the first page of the 
Policy is hereby deemed to be replaced by the insert 1948. 


It is agreed that such change or changes shall form a part of the Policy, but not unleas both the Creditor and the Insurance 
Company have hereto affixed their respective signatures. 


: » 1% ——->.-GENERAL MOTORS. ACCER TANCE. CORPORATION =___. 


» 4A. 


weer SLT LNT 
THE PRUDENTIAL INSURANCE COMPANY OF AMERICA 


Newark, N.J., November 230 19 48. 





ean |967!—en we . Prieved in LS. A by Predentia! Prew 
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THE PRUDENTIAL INSURANCE COMPANY OF AMERICA 
A MUTUAL LIVE IXSURAXCE COMPANY INCORPORATED BY THE STATE OF NEW JERSEY 
(BEREIN CALLED THE INSURANCE COMPANY) 


TO GROUP POLICY Ne. 73 
(to be attached to and made a part of the Policy) 


At the request of... echt tel x ieee 


herein called the Creditor, Es react ena ep ean eae re on 


Effective April 1, 1950, the Policy is amended to provide that the last 
peragreph of the section "Plan of Insurance” on page 3 of the Policy is 
hereby deemed to be replaced by the following peragraph: 


The emount of insurance on the life of each debtor insured here- 
under shell be the amount of unpaid balance remaining, from time 
to time while the insurance is in force, to be paid by the debtor 
under the terms of such instalment obligations purchased by the 
Creditor; provided, however, that the amount of insurance on the 
life of the debtor under any one such instalment obligation pur- 
chased by the Creditor on or after April 1, 1950, shall not at 
any time exceed $3,500, notwithstanding that the unpeid belance 
exceeds that amount; and provided, further, that the aggregate 
amount of insurance on the life of the same debtor under more 
that one instalment obligation shall be limited to $10,000, not- 
withstanding that the aggregate of the emount of insurance other- 
wise payable pursuant to each of said instalment obligations 
exceeds $10,000, 


It is agreed that such change or changes shall form a part of the Policy, but not unless both the Creditor and the Insuman 
Company have hereto affixed their respective signatures. 






CORPORATION - 
Me S, gcse ee _, 190.8 san.” GENERAL MOTORS ACCEPTANCE CORPORATION - 
~ oy. hile Cope Hea 
Witness. By.....-.- re, ae iais. 23 Se oe eee cere es 
Vice Fresident 

THE PRUDENTIAL INSURANCE COMPANY OF AMERIKA 

Novark, H.J., May 2 19 By......... 7 W,. A= > Ad te 
v <a 
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THE PRUDENTIAL INSURANCE COMPANY OF AMERICA 


A MUTUAL LIVE INSURANCE COMPANY INCORPORATED BY THE STATE OF NEW JERGET 
(HEREIN CALLED THE INSURANCE COMPANY) 


AMENDMENT TO GROUP POLICY Ne." 


herein calied the Creditor, the Insurance Company and the Creditor hereby agree as follows: 
MUERIMENT OF PLAN OF INSURANCE 


Effective April 1, 1950, the Policy is amended to provide that debtors indebted to 
the Creditor under the terms of a retail renewal of ‘an obligation included in the 
classes of obligations contained in the section "Plan of Insurance” on page 3 of 
the Policy shall be eligible for insurance under the Policy from the effective 
Gate of the obligation under such retail renewal. 


It io agreed that such change or changes shall form s pert of the Policy, but not unless both the Creditor and the Insurance 
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THE PRUDENTIAL INSURANCE COMPANY OF AMERICA 


a mutual life insurance company 


AMENDMENT TO GROUP POLICY Neo...°273©. 
(to be attached to and made a part of the Policy) 


The Policyhbolder and the Insurance Company hereby agree as follows: 


Effective November 1, 1953 the Policy is amended to provide that General 
Motors Acceptance Corporation of Canada, Limited is hereby deemed to be 
included under the sectian "Associated Companies" on page & of the Policy. 


It is agreed that such change or changes shall form s part of the Policy, but not unless both the Policybolder and the Incunea 
Company have hereto affixed their respective mgnatures. 






on Ce) ~-—..__-7... GENERAL MOTORS ACCEPTANCE CORPORATION - 


5 Ps Piame of Poluyheliar ) 
Wi oe jer a hbing. ee a 
OF AMERICA. 
_ evark, Ms Jo, October 30 1953.. Be 
Aegisten Lay 
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THE PRUDENTIAL INSURANCE COMPANY OF AMERICA 
a mutual life insurance company 


(to be attached to and made a part of the Policy) 


The Policybolder and the Insurance Company hereby agree as follows: 
The Policy is amended to provide that: 


1. Effective April 1, 1951, General Motors Acceptance Corporation of Indiana, Inc. is 
deleted from the section "Associated Companies" appearing on page 4 of the Policy, 
as amended. 


Effective January 1, 1953, sub-paragraphs (b) and (c) appearing in the first para- 
graph of the section "Termination of Individual Insurance" on page 5 of the Policy 
are replaced by the following: 


(bd) the ninetieth day after continued default by the debtor in the 
payment of any instalment of the obligation when due, unless the 
property under the instalment contract is repossessed during such 


ninety day period; 


in the event of repossession of the property under the instalment 
contract on or before said ninetieth day after default, then on 
the fifteenth day after such repossession, unless during such 
fifteen day period the debtor redeems the repossessed property 
and the Creditor reinstates the instalment contract 


t is agreed that such change or changes shall form a part of the Policy, but not unless both the Policyholder and the Insurance 
Company have hereto affixed their respective signatures. 


Executive 
THE PRUDENTIAL INSURANCE COMPANY OF AMERICA, 
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THE PRUDENTIAL INSURANCE COMPANY OF AMERICA 
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2 watesl Ne ieee cmepeny 


(to be attached to aad made a part of the Poligg) 


THE PRUDENTIAL INSURANCE COMPANY OF AMERICA 
AMENDMENT TO GROUP POLICY Ne__. 1-360 


The Policyhoider and the Insurance Company hereby agzee as follows: 
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THE PRUDENTIAL INSURANCE COMPANY OF AMERICA 
&@ mutual Mie insurance cumpeny 


AMENDMENT TO GROUP POLICY Ne..GL-360....._. 
(to be attached to ead made a part of the Policy) 


The Policyholder and the Insurance Company hereby agree as follows: 


Effective Jammry 1, 1960, the Policy is amended to provide that the last paragraph of the 
section "PLAN OF INSURANCE” on page 3 of the Policy, as amended from time to time, is hereby 
replaced by the following paragraph: 


The amount of insurance on the life of each debtor insured hereunder shall be 
the amount of unpaid belance remaining, from time to time while the insurance 
is in force, to be paid by the debtor under the terms of such instalment 
obligations purchased by the Creditor; provided, however, that the amount of 
insurance on the life of the debtor under any one such instalment obligation 
purchased by the Creditor on or after January 1, 1900 shall not at any time 
exceed $7,500, notwithstanding that the unpaid balance exceeds that amount; 
and provided, further, that the aggregate amount of insurance on the life of 
the same debtor under more than one instalment obligation shall be limited to 
$15,000, notwithstanding that the eggregate of the amount of insurance other- 
wise payable pursuant to each of said instalment obligations exceeds $15,000. 


In no event shall the replacement effected by this amendment operate to effect any change 
in the amount of insurance under the Policy on the life of a debtor under any one or more 
instalment obligations purchased by the Creditor prior to January 1, 1960 





je agreed thet such change or changes shall form a part of the Policy, but not unless both the Policyhoider and the Insurance 











THE PRUDENTIAL INSURANCE COMPANY OF AMERICA, 


re December 21, 19.59. m——-Raladf.) fn eer 


Prtesed to U. 8. A. by Prodestial Prose 
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GL-360 
Policyholders GENERAL MOTORS ACCEPTANCE CORPORATION 
Effective Date: March 17, 1960 


RIDER FORM MADE A PART OF GROUP POLICIES 
GL-360 and GL-V360 


issued by 


THE PRUDENTIAL INSURANCE COMPANY OF AMERICA 
(Herein Called The Insurance Company) 


It is hereby agreed that the group policies specified above, 
collectively, shall be considered as a single group policy, 

GT-360 , for the purpose of determining and crediting 
the portion, if any, of the divisible surplus of the Insurance 
Company accruing upon said group policies. 


THE PRUDENTIAL INSURANCE COMPANY OF AMERICA 


iheeiateeee Merch 170, 19.60 By ee sf, 


wv? Secretar 
Aste. eS eles ‘ 


The Policyholder has accepted this Rider this seventeenth day of March, 1%. 
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THE PRUDENTIAL INSURANCE COMPANY OF AMERICA 


@ mutual hfe insurance company 


AMENDMENT TO GROUP POLICY Ne. GL~360. 
{to be attached to and made s part of the Policy) 


The Policyholder and the Insurance Company hereby agree aa follows: 


Effective August 1, 1960, the Policy is amended to provide that the following 
paragraph is added to the section "Associated Companies" appearing on page 4 
of the Policy: 


References throughout the Policy to debtors of the Creditor shall 
be deemed to include debtors of such subsidiaries and affiliates. 
Obligations to such debtors imposed on the Creditor by the Policy 
shall be satisfied by the subsidiary or affiliate, and, with 
respect to claims hereunder on account of coverage of such debtors, 
the Insurance Company shall discharge its obligations by making 
payment directly to the subsidiary or affiliate. 


It is agreed that such change or changes shall form a part of the Policy, but not unlese both the Policyholder and the Insurance 
Company have hereto affixed their respective signatures, ; 


- GENERAL MOTORS ACCEPTANCE CORPORATION . 





Newark, NeJe October 5 1960 





GC-3718 
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THE PRUDZNTIAL INSURANCE COMPANY 


STANTUZY W. GINGERY OF AMERICA 
Si Hous Orsics, Newar<, New Janenv 
Re: G1-360 July 27, 1960 


Mr. Warren H. Wilson, Vice President 
General Motors Acceptance Corporation 
Broadway at 57th Street 

New York 19, New York 


Dear Mr. Wilson: 


A review of the current mortality experience and that of the 


immediately preceding years shows a significant upward trend. 
This trend and the recent level of experience indicates 
of 


the current monthly premium rate of $.50 per $1,000 
are 


charge of $.375 per $100 of initial balance for a 12-aonth 
account, as cantrasted with your present charge of $.325. 


The existing monthly premium rate of $.50 per $1,000 will con- 
tinue to apply to the outstanding balance of those contracts 
written prior to the rate increase until they have been fully 
liquidated. 


We understand that because of necessary administrative adjust- 
ments you may not be able to place the new rate in effect for 
contracts purchased in October, 1960 and, accordingly, this in- 
crease may first become effective for contracts in 
November, 1960. Will you please advise us in this regard. 


For your information, attached is a chart of factors based on 
Sega Glee 
one (1) through sixty (60) months. 


The rate for the: Canadian business will continues at 3.55 per 
month per $1,000 of outstanding balance. 


Kind personal regards. 
Sincerely, 


- Hla lany We Seog 
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ILLUSTRATIVE CHARGES PER $100 OF INITIAL INDESTEDNESS 


Based on Monthly Outstanding Balance Rate of $.577 per $1,000 


of Monthly Total Cost for $100 Number of Monthly 
Installments 


Nomber 
Installments Obligation 

1 $ .058 

2 -087 

3 0115 

b o lbh 

5 0173 

6 ~202 

7 0231 

8 ‘ 

9 288 

10 °317 
11 © 346 
12 °375 
13 40k 
1h 433 
15 462 
16 490 
17 e519 
18 548 
19 toll 
20 ‘ 
21 635 
22 664 
23 692 
oh Tel 
25 °750 
26 °TT9 
27 808 
28 . 837 
29 - 865 
30 ; 


73326 O—61—pt. 1-40 


31 
32 
33 


617 


Total Cost for $100 
Ovligation 


$ 


923 
952 
981 


1.010 
1.039 
1.067 


1.096 


oo Nee 


a non ee non een on een en eee ene) 
OA Moan WEE e 
Sos SAA & 
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ape 
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or 
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(The information referred to at pp. 435 and 440 follows:) 


EXHIBIT 2 


+ $ooe © OOOOH OHHH HOS 
+e SFOS HHH HOH OCHO HOH OD 
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H+ + OOOO OOOO OOH OOO S 
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PH OOO-$ 666460 G OHO 
CLIFE MSV ANED cAseg 
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This Certifies that the Blo ef the person named above, debtor under a esrtain instalment ebligsticn 
as dated above, hds become insured under the provisions ef Group Creditors Insurance Policy Ne. GL-360 fasusd 
by The Prudential Insurance Company of America, Newark, New Jersey, herein called the Pradential, to 


GENERAL MOTORS ACCEPTANCE CORPORATION 
(Herein called the Policyhelder) 





Immediately upon recetpt of due proof in writing of the death of the debtor prior to the terminatics 
of Insurance on his life under the policy as deacribed below, the Prudential will pay to the Policyheoider, 
as the amount of Ineurance to be applied by the Policyholder towards payment of said instalment 
obligation, an amount equal to the balance remaining to be paid under said instalment obligatio 
except that the amount of insurance with respect to sald instalment obligation shall not exceed $7.5 
notwithstanding that the unpaid balance exceeds that amount, and except further that the aggrecate 
amount of insurance on the life of the same debtor under more than one instalment obligation shall be 
Mmited to $16,000 notwithstanding that the aggregate of the amount of insurance otherwise payable 
under each of said instalment obligations exceeds $15,000. Payment by the Prudential to the Policy- 
holder shall completely diecharge the Prudential’s Mability with respect to the amount so paid, 


The Insurance on the life of the debtor shall automatically terminate at the earliest of the follow- 
ing dates: (1) the date on which the unpaid balance of said instalment obligation is discharged, (2 
the 90th day after continued default by the debtor in any payment when due under said instalmes 
obligation, unless the property is reposseased during such 90-day period, (8) in the event of repoeses- 
sion of said Apa | on or before the 90th day after default, then the 18th day after such re asion, 
unless during such 16-day period the debtor redeems the repossessed property and eaid ing ment oblii- 
@ation is reinstated, (4) the 15th day after the date provided in said instalment obligation for payment 
of the final Inatalment thereunder, or (5) In the event that a person succeeds the debtor under and by a 
Transfer of Equity accepted and approved by the Policyholder, the date of such acceptance and approval, 


In the event of prepayment of the unpald balance of said inatalment obligation prior te the date 
provided therein for payment of the final instalment thereunder, or upon the occurrence of the auto- 
matic termination events referred to in sub-divisionsa (2) and (3) of the preceding paragraph, the debtor 
will be credited by the Policyholder with a portion of the charge for the insurance on his life. compyvted 
in accordance with the principles of the “sum of digits” formula commonly known as the “Rule of 7f&, 
provided that no such refund or credit need be made if the amount thereof would be lees than §164 


THE PRUDENTIAL INSURANCE COMPANY OF AMERICA, 
Where a cha has been made te the éebter fer insurance 
im excess ef the aggregate limit set ferth above, the dehter By iC ein R 
may be entitied te am adjustment as dencribed te the eredites be Ramones 
President, 


previsteas ef the instalment o 
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(The information referred to at p. 441 follows:) 


EXHIBIT 3 


The Prudential Insurance Company 


of America 


Onecnasces Coser arr) 


Policyholder: GENERAL MOTORS ACCEPTANCE CORPORATION 


Group Policy Number Delivered In Policy Date 
GL- V¥360 State of lew Jersey March 17,1960 


Policy Anniversaries: October 1 of each year, beginning in 19460 

The Prudential Insurance Company of America (herein called the Insurance 
Company) in consideration of the Application for this Folicy and of the 
payment of premiums as stated herein, hereby agrees to pay benefits in 
accordance with and subject to the terms af this rolicy. 

This Policy tales effect on ite Policy Date. 


Premiums are payable by the Policyholder in amounts determined as hereinafter 
provided. The first premiurm is dye on the Policy tate, and subsequent 


premiums are, during the continuance of this Policy, due on the first 
day of each nonth thereafter. 


This Policy is delivered in the jurisdiction specified above and is governed 
oy the laws thereof. 


The Sections set forth on the following pages are part of this Pclicy. 


In Witness Whereof, The Frudential Insurence Company of ‘merica has caused 
this Policy to be executed as of its Policy “ate. 


Secretary Presi cent 


GROUP: CREDITORS DISASILITY INP Iie POLICY 
DIVICSNDS APPOPTICNED AML 
TREK Ihc NCE 
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PLAN OF INSURANCE 


Each debtor who, on or after the effective date of this Policy, becomes obligted 
under the terms of one of the classes of obligations set forth below shall bs 
eligible for coverage under this Policy from the date such obligation is incarred. 
Any person who succeeds any such debtor under and by Transfer of Equity accepted 
and approved by the Policyholder shall be eligible from the acosptance sri appro) 
of such transfer. Only one person shall be eligible with respect to any one odlip- 
tion. When the instrument evidencing the obligation is executed by two or mre 
persons, the debtor eligible for coverage under this Policy shall te the persa 
whose signature appears first, unless, at the time the obligation is recorded is 
the records of the Policyholder the Policyholder indicates in such records thst 
one of the other persons executing such instrument is the debtor covered under 
this Folicy. The classes of obligations under the terms of which debtors shall 
be eligible shall not include: (a) any obligation which is not payable in periodic 
instalments, (b) any obligation which is payable in periodic instslments over a 
period exceeding 60 months or less than 6 months, or (c) any obligation under ic 
the Monthly Disability Benefit hereinafter provided for would te less than $5.0. 
Notwithstanding that the obligation inourred by the debtor is one under which the 
debtor would otherwise be eligible, the debtor shall] not be eligible if on the 
date when the obligation is incurred he is sixty-five years of age or more or bs 
is not “gainfully employed". The term "gainfully employed" means being actively 
engaged in any business or ocoupation for remuneration or profit for not less 
than 30 hours during each week. 


Classes of obligations referred to above: 


(a) Individual purchases of any personal property sold ty any 
dealers (exclusive of dealers. located in the State of Mew York) 


under instalment sale agreements purchased ty the Policaybolder 
from said dealers, and 


(b) Obligations to any of said dealers for automobile accessories 
and/or repair work payable in instalments secured ty chattel 
mortgagee or other security agreements purchased by the 
Policyholder from said dealers. 


DEBTORS COVERED 


Each debtor who becomes eligible hereunder by executing an instalment obligatica 
which contains an express authorization for the inclusion therein of an identifi. 
able charge for coverage under this Policy shall be covered hereunder with reapest 
to such obligation from the date he becomes eligible, subject, however, to the 
provisions of the following paragraph of this section and provided also that the 
Insurance Company shall not previously have given notice to the Policyholder in 
accordance with the section of this Policy entitled "Exclusion of Mew Dettore 
Under Certain Conditions" that no further addition to the mumber of debtors 
covered under this Policy shall be made on or after the effective date of sack 
notice. 


If the number of new debtors becoming covered under this Policy daring eny period 
of twelve months is less than seventy-five per cent of the musber of dettors 
becoming eligible for coverage under this Policy during such period, the Insurenss 


ORD 27884 
CD-200 ED 2-60 


AUTO FINANCING LEGISLATION 621 


DEBTORS COVERED (Contimed) 


Compeny may require that any debtor thereafter becoming eligible for coverage 
furnish evidence of insurability satisfactory to the Insurance Company as a 
condition to his becoming covered. If such evidence is furnished not later than 
thirty days after the date he becoms eligible for coverage under this Policy 
and such evidence is determined by the Insurance Company to be satisfactory, the 
debtor shall become covered hereunder from the date he becomes eligible. If 
euch evidence is furnished later than thirty days after the date he becomes 
@ligible for coverage and such evidence is determined by the Insurance Company 
to be satisfactory, the debtor shall] become covered hereunder from the date such 
evidence is furnished to the Insurance Company. 


TERMINATION OF COVERAGE 


The coverage on any debtor with respect to an obligation shall automatically 
terminate on the earliest of the following dates: 


(a) the date on which the unpaid balance of the obligation under the 
instalment contract is discharged by prepayment thereof; 


(bd) the ninetieth day after continued default by the debtor in the pay- 
wert of any instalment of the obligation when due, unless the 
property under the instalment contract is repossessed during such 
minety day period, or unless the debtor is then totally disabled 
om account of injury or sickness for which bensfits are payable 
under this Policy; 


(co) in the event of repossession of the property under the instalment 
contract, then on the fifteenth day after such repossession, unless 
@aring such fifteen day period the debtor redeem the repossessed 
property and the Policyholder reinstates the instalment contract; 


(d) the date on which the final instalment of the debtor's obligation 
is payable pursuant to the original contract evidencing same or 
any executed renewal thereof or an extension of time granted ty the 
Policyholder for payment of one oe more instalments thereof; 


(e) termination of this Policy. 


In the evert that a debtor covered hereunder becomes a transferor under a Transfer 
of Equity prior to termination of coverage as above provided, the coverage on the 
transferor shall terminate on the date of execution by the Policyholder of such 
tranefer. 


Termination of coverage shall be without prejudice to any rights to benefits on 
account of total disatility which commenced prior thereto. 


BENEFIT PROVISIONS 


Total Disability. - "Total Disability” means the comlete inability of the debtor, 
due to sickness or accidental bodily injury or both, to perform any and all 
duties pertaining to his occupation, provided that in no event shall "total dis- 
ability” exist for any purpose of this Policy during any period in which the 
debtor is actually engaged in his or any other gainful occupation. 


ORD 27884 
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BENEFIT PROVISIONS (Continued) 


Blimination Period. - "Elimination Period", with respect to total disability of 
a debtor, means the first thirty conseoutive days of any period of contimuous 
total disability of the debtor. 


Benefit Period. - "Benefit Period”, with respect to an obligation, means a period 
commencing at the end of the Elimination Period and contiming so long as the 
debtor remains continously totally disabled but not bayond the date on which 
the final instalment of the debtor's obligation is payable pursuant to the orig- 
nal contract evidencing same or any executed renewal thereof or an extension of 
time granted by the Policyholder for the payment of one or more instalments 
thereof. 


Benefits. - If total disability of a debtor commences while the debtor is covered 
under this Policy with respect to an instalment obligation and it contimwe 
beyond the Elimination Period, then, commencing on the instalment due date ost 
following expiration of the Elimination Period and thereafter monthly on instal- 
ment due dates during the Benefit Period applying to the debtor uith respect to 
such obligation, the Insurance Company will to the Poliayholder, subject to 
the provisions hereinafter stated, either (1) an amount equal to the Monthly 
Disability Benefit, determined as hereinafter provided, in the case where the 
entire monthly period ending with the instalment due date as of which euch 
monthly benefit is payable hereunder is within the Benefit Period and the deter 
was totally disabled during such entire monthly period, or (2) in any other case, 
an amount equal to a pro rata portion of the aforesaid Monthly Disability Benefit 
based on the number of days the debtor was totally disabled during that porticsa 
of the monthly period ending with the instalment due date as of which such 
monthly benefit is payable hereunder as is within the Benefit Period. 


The sum of the disability benefits payable under this Policy with respect to m 
4nstalment obligation of a debtor shall not exceed $5,000 and, in addition, if 
the same debtor inours more than one instalment obligation, each of which inclades 
an identifiable charge for coverage under this Policy, the aggregate of the 
disability benefits payable under this Policy with respect to all such obligs- 
tions during any one period of continuous total disability of the debtor shall 
not exceed $10,000. In no event, however, shall the sum of the disability ben 
fits payable under thie Policy with respect to an instalment obligation on and 
after the date the debtor attains sixty-five years of age exceed an amount eqal 
to twelve times the applicable Monthly Disability Benefit. 


If the terns of an instalment contract provide for payment of periodic instal- 
ments in other than equal monthly instalments, an instalasnt due date thereunisr 
shall nevertheless be deemed, for the purposes of this Policy, to occur sonthly 
on the same day of each month as the day of the month on which the final instal- 
ment is payable under the original contract evidencing the debtor's obligatica 
or any renewal thereof. 


The amount of the Monthly Disability Benefit payable with respect to an instal- 
ment obligation of a debtor shall be determined as follows, subject to the 
further provisions of this section: 


ORD 27884 
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BENEFIT PROVISIONS (Continued) 


(a) If the obligation is payable by the debtor in equal monthly instal- 
ments, the amount of the Monthly Disability Benefit shall be equal 
to the amount of a monthly instalment payment required by the terms 
of the original contract evidencing the debtor's instalment obliga- 
tion or by the terms of any renewal thereof in effect at the time 
when the Monthly Disability Benefit becomes payable. 


(vb) If the obligation is payable by the debtor in other than equal 
monthly instalments, the amount of the Monthly Disability Benefit 
shall be equal to the amount determined by dividing the total initial 
amount of the obligation by the duration, in months, from the date 
the obligation is incurred to the date on which the final instalment 
4s payable pursuant to the original contract evidencing the debtor's 
obligation. However, in the event of a renewal of such an obligation, 
the amount of the Monthly Disability Benefit shall thereafter be equal 
to the amount determined by dividing the amount of the obligation 
remaining unpaid on the date of such renewal by the duration, in 
months, from the date of such renewal to the date on which the final 
instalment is payable pursuant to such renewal. 


In no evert, however, shall the Monthly Disability Benefit exceed $300 with respect 
to any one obligation of a debtor, or an aggregate of $450 with respect to all 
odligations of the sam debtor if the debtor is covered hereunder with respect to 
more than one obligation. 


Ro benefits shall be payable for any period of disability during which the debtor 

is not under the care of a licensed physician or surgeon other than himself. 

In the event of an extension of time granted by the Policyholder for the payment 

of ons or more instalments of a debtor's obligation thereunder, any benefits payable 
under this Policy for days of total disability, if any, of the debtor occurring 
imediately prior to the date on which the final instalment of the debtor's obliga- 
tion is payable pursuant to such extension shall be reduced to the extent of bene- 
fits payable during the extension period. 


Benefits paid by the Insurance Company to the Policyholder pursuant to the fore- 
going provisions shall be applied by the Policyholder, to the extent of such pay- 
gents, in payment or rediction, as the case may be, of the amount of any instal- 
aent with respect to which each payment of benefits by the Insurance Company 
applies. If benefits paid to the Folicyholder are not applied due to payment in 
full of the debtor’s obligation or to the extent that a balance of such benefits 
reaains unapplied thereafter, such benefits or any balance thereof shall be paid 
hy the Policyholder to the debtor if living, otherwise to his estate. Payment 

by the Insurance Company to the Policyholder shall completely discharge the 
Insurance Company's liability with respect to the amount so paid. 


CHD 27884 
Cie 500 ED 2-60 


624 AUTO FINANCING LEGISLATION 


BENEFIT PROVISIONS (Contimed) 


Exclusions. - Benefits under this Policy are not payable with respect to an in- 
obligation if total disability of the debtor (1) cormences prior to the 
date on which the debtor becomes covered under this Policy with respect to sach 
obligation, or (2) commences on or after said date if the total disability rests 
from any disease contracted or bodily injury sustained prior to said date and tis 
debtor was totally disabled as a result of such disesse or injury at any tim 
during the six months period immediately preceding said date, or (3) results 
from pregnancy or resulting childbirth, abortion or miscerriage or (4) results 
from an act of war, including, but not limited to, any war declared or 
and armed aggression resisted by the armed forces of any country, combiénation of 
countries or international organisation, if such act occurs while the debtor is 
covered under this Policy with respect to such obligation. 


EXCLUSION OF NEW DEBTORS UNDER CERTAIN CONDITIONS 


If the number of new debtors becoming covered under this Poliay during any pericd 
of twelve months is less than three hundred or less than seventy-five per cmt of 
the nunber of debtors becoming eligible during such period, the Insurance Company 
may, by giving written notice to the Policyholder at least thirty-one days in 
advance, decline to cover all persons becoming indebted to the Folicyholder on 
or after the effective date of such notice. 


ASSOCIATED COMPANIES 


For the purposes of this Policy, debtors of the following subsidiaries send affili- 
ates of the Policyholder shall be considered debtors of the Policyholder - 


GENERAL MOTORS ACCEPTANCE CORPORATION OF CANADA, LIMITED 


CLAIMS 


Written notice of claim mst be given to the Insurance Company within twenty days 
after the commencement of any Benefit Period for u total disatility covered ty 
this Policy or as soon thereafter as is reasonably possible. The Insurance 
Company, upon receipt of a notice of claim, will furnish to the claimant such 
forms as are usually furnished by it for filing proofs thereof. If such forss 
are not furnished within fifteen days after the giving of such notice the clainst 
shall be deemed to have complied with the requirements of this Policy as to proof 
of claim upon submitting, within the time fixed in this Policy for filing proofs 
of claim, written proof covering the occurrence, the character and the extent of 
the total disability for which claim is made. 
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CLAIMS (Contimued ) 


Written proof of claim covered by this Policy must be furnished to the Insurance 
Company within ninety days after termination of the month or lesser period for 
which the Insurance Company is liable. Failure to furnish such proof within the 
time required shall not invalidate nor reduce any claim if it was not reasonably 
possible to give proof within such time, provided such proof is furnished as soon 
as reasonably possible. 


The Insurance Company at its own expense shall have the right and opportunity 
to examine any debtor as to whose siclkmess or injury a claim is made when and 
as often as it may reasonably require during the pendency of such clain. 


Subject to due written proof of claim, all accrued benefits under this Policy 
will be paid to the Policyholder monthly and any balance remaining unpaid upon 
termination of liability will be paid to the Policyholder immediately upon receipt 
of due written proof. ; 


Ho action at law or in equity shall be brought on this Policy prior to the expire- 
tion of sixty days after written proof of claim has been furnished in accordance 
with the requirements of this Policy. No such action shall be brought after the 
expiration of three years after the time written proof of claim is required to 
be furnished. 


PREMIUMS - CHARGES TO DEBTORS 


All premiums are payable by the Policyholder at an office of the Insurance Company 
or to an authorized representative. Such premiums are due and payable on the dates 
specified on the first page of this Policy. 


Each premium for the coverage under this Policy shall be an amount equal to the 
sum of the several premiums applicable to obligations of debtors covered 
hereunder on the due date of such premium, including such debtors as are then 
totally disabled on account of injury or sickness for which benefits are payable 
under this Policy. As of each premium due date the premium applicable to the 
Obligation of each such covered debtor shall be computed on the basis of the 
applicable premium rate set forth in the table below, and, within the limit next 
hereinafter stated, the emount then owing under the debtor's obligation, subject 
to the right of the Insurance Campany in accordance with the provisions below 
to change the rates at which the premiums for coverage hereunder shall be 
computed. 


The limit referred to above with respect to an obligation shall be an amount equal 
to the lesser of (a) $5,000 and (b) the product of $300 and the period (in months 
and fractions thereof) for which benefits may be payable with respect to such 
obligations. 
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PREUNS - CHARGES TO DEBTORS (Continued) 


Table of Monthly Premium Rates 


Premium Rate per Premium Rate per 
$1,000 of Amounrst $1,000 of Amount 
Number of Months Owing under Number of Months Owing under 
In Term of Obligation (wth- In Term of Obligation (with 
Original Contrect in above limits) Original Contract in above limits) 
6 $0.995 34 $0.505 
7 0.969 35 0.498 
8 0.939 36 0.491 
9 0.908 37 0.486 
10 0.878 38 0.480 
11 0.848 39 0.474 
12 0.820 Xe) 0.469 
13 0.793 Ta) 0.465 
14 0.769 42 0.460 
15 0.745 43 0.455 
16 0.724 Ady 0.450 
17 0.703 45 0.446 
18 0.685 46 0.42 
19 0.668 4? 0.438 
20 0.651 48 0.434 
21 0.635 4g 0.432 
22 0.621 50 0.428 
23 0.608 51. O.4oh 
24 0.596 52 0.420 
25 0.534 53 0.417 
26 0.573 hh 0.415 
27 0.563 55 0.411 
28 0.553 56 0.408 
29 0.54% 57 0.405 
30 0.536 58 0.403 
31 0.527 59 0.400 
32 0.519 60 0.398 
33 0.513 


Whenever the Insurance Company is notified by the Policyholder that a debtor is 
covered with respect to more than one obligation, the premiums with respect to 
such debtor included in the premiums thereafter payable by the Policholder shall 
be determined on a basis consistent with the foregoing, and any such premiums 
previously paid with respect to such debtor shall be adjusted accordingly, taxing 
into account the aggregate benefit limit of $5,000 with respect to one obligatic, 
the aggregate benefit limit of $10,000 during one continuous period of total dis- 
ability with respect to more than one obligation, the $300 maximm Monthly Dis- 
ability Benefit with respect to one obligation, the $450 maximum Monthly Disability 
Benefit with respect to more than one obligation, and the respective periods for 
which benefits may be payable with respect to such obligations. Whenever any such 
premiwn adjustment is made the Policyholder shall make an appropriate adjustment 
in the lum sum charge previously made to the debtor and the amount of such ad‘ust- 
ment shall be paid or credited to the debtor. 
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PREMIUMS - CHARGES TO DEBTORS (Continued) 


Where the contract evidencing a debtor's obligation is modified by the terms of a 
renewal of the oblisation or by an extension of time granted by the Policyholder 
for the payment of one or more instalments thereof, the premium thereafter appli- 
cable to the debtor with respect to such obliration shall be determined by the 
Insurance Company on an appropriate basis consistent with the foregoing. 


In lieu of the method of determining premiums as set forth above, premiuns may be 
computed by amy other method mutually agreeable to the Policyholder and the 
Insurance Company which produces approximately the same total amount. 


The Insurance Company shall have the right (a) on the first policy anniversary of 
this Policy and on any premium due date thereafter, and (b) on any date the extent 
of coverage umer this Policy is changed by amendment to this Policy, to change 
the premium rates upon which the amount of further premiums, including the one 
then due, shall be computed, provided, however, that any change in rates effectu- 
aved by the Insurance Company pursuant to the foregoing shall not in any event 
apply to or affect the insurance in force with respect to obligations of debtors 
incurred prior thereto. In no event shall the Insurance Company exercise its 
right under (a) above to increase the premium rates in effect under this Policy 
frior to the end of the twelve month period commencing with the Policy Date. 
Purtnerm re, whenever the Insurance Company exercises its right under (a) above 

to tperease the premium rates in effect under this Policy, the Insurance Company 
enell not again exercise such right under (a) above prior to the end of the twelve 
furl period commencing with the last premium rate increase under (a) above. 


~*~: lump sum charge included in any obligation of a debtor for coverage under this 
Folicy aball in no event exceed the aggregate of the premiums to be charged by the 
Insurance Company with respect to coverage in connection with such obligation, as 
camputed at the time the charge to the debtor is determined, provided, however, 
that such charge shall in no event exceed the maximum charge permitted by any 
applicable law or authorized regulation promulgated pursuant thereto. 


At the issuance of this Policy, the Insurance Company shall furnish the Policyholder 
vith a schedule of maximum charges, determined as above provided, for the monthly 
prenium rates then in effect under this Policy. In the event the premium rates 
applicable to coverage provided under this Policy are changed in accordance with the 
soove provisions, the Insurance Company shall inmediately thereafter furnish the 
Policyholder with a revised echedule of maximm charges, determined as above pro- 
vided, for the new premium rates under this Policy. 


In the event of prepayment in full of the debtor's obligation or upon the occurrence 
of the automatic termination events referred to in sub-divisions (b) and (c) under 
the ection "Termination of Coverage", the premium applicable to the obligation 

of s«.-0 debtor ehall be excluded from the sum of the several premiums thereafter 
pava'le under this Policy by the Policyholder and the Policyholder shall pay or 
creci® to the debtor a portion of the charge to the debtor for coverage under this 
Poiicv, computed in accordance with the principles of the "sum of digits" formla 
tox="nly known as the "Rule of 78", provided that no such payment or credit need 

‘@ nace if the amount thercof would be less than $1.00, 
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GRACE IN PAYMENT OF PREMIUMS = TERMINATION OF POLICY 


A grace period of thirty-one days, without interest charge, will be allowed for the 
payment of each premium except the first. If any premium is not paid within the 
days of grace, this Policy will terminate at the end of the grace period, except 
that if the Policyholder makes written request in advance for termination of this 
Policy to take effect at any time from the end of the period for which premiums have 
been paid to the end of the grace period, this Policy will terminate on the date 
requested. 


If this Policy terminates during or at the end of the grace period, the Policyholder 
shall be liable to the Insurance Company for the payment of a pro rata premiue for 
the time this Policy was in force during such grace period. 


RECORDS - INFORMATION TO BE FURNISHED 


The Policyholder shall keep a record of the debtors covered containing, for each 
debtor, the essential particulars of the coverage. The Policyholder shall furnish 
periodically, on the Insurance Company's forms, such information relating to the 
debtors covered hereunder as may be required by the Insurance Company to administer 
the coverage. Upon request by the Insurance Company not more often than once a 
year, the Policyholder shall furnish a statement to the Insurance Company of such 
relevant debtor eligibility data as may reasonably have a bearing on the administrs- 
tion of the coverage and on the determination of the future premium rates. Such of 
the Policyholder's records as have a bearing on the coverage shall be open for 
inspection by the Insurance Company at any reasonable time. 


DIVIDENDS 


The portion, if any, of the divisible surplus of the Insurance Company allocable to 
this Policy at each policy anniversary shall be determined anmally by the Board of 
Directors of the Insurance Company and shall be credited to this Policy as a divi- 
dend on such anniversary, provided this Policy is continued in force by the payment 
of all premiums to such anniversary. 


Any dividend under this Policy shall be (1) paid to the Policyholder in cash, or 
at the option of the Policyholder it may be (2) applied to the reduction of the 
premium then due, or (3) left to accumlate to the credit of the Policyholder as 
long as this Policy remains in force, with compound interest at the rate authorised 
from time to time by the Board of Directors. The Policyholder may withdraw divi- 
dend accumulations at any time, and if this Policy terminates any dividend acoum- 
lations then remaining with the Insurance Company shall be thereupon paid to the 
Policyholder. The Insurance Company shall, however, have the right to defer the 
withdrawal or payment of any dividend accumulations for as long as six months, 

but not exceeding the period permitted by law. 


DEBTOR'S CERTIFICATE 


The Insurance Company will issue to the Policyholder, for delivery to each debtor 
covered under this Policy, an individual certificate which shall state (a) the 
amount of charge to the debtor, if any, (b) the circumstances and formula under 
which any refunds of charges are payable by the Policyholder and (c) the essential 
features of the coverage to which the debtor is entitled, including a statemnt 

of the manner in which benefit payments as provided in this Policy shall be applied. 
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CARADIAN CURRENCY 


THE CONTRACT 


This Poliay, together with the Application of the Policyholder, a copy of which 

is attached hereto and made a part hereof, constitutes the entire contract between 
the parties. All statempnts mde by the Policyholder shall be deemed representa- 
tions and not warranties, and no such statement shall avoid the insurance or reduce 
vtenefits under this Policy or be used in defense of a claim hereunder unless it is 
contained in the Application signed by the Policyholder. 


This Poliay may be amended at any time, without the consent of the debtors povered 

hereunder, upon written request made by the Policyholder and agreed to by the 

Ingurance Company, but any such amendment shall be without prejudice to any clain 

arising prior to the date of the change. No Agent is authorized to alter or amend 
ous or reetrictions contained herein, to extend 

to bind the Insurance Company by making any 

or represertation or ty giving or receiving ay information. No change | 


Assistant Actuary of the Insurance Comany, 


officers of the 
\herever in this Policy a personal pronoun in the masculine gender is used or appears, 
ts taken to inclode the feminine also, unless the context clearly indicates 


i 
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GL—360 
Policyholder: GENERAL MOTORS ACCEPTANCE CORPORATION 
Effective Date: March 17, 1960 


RIDER FORM MADE A PART OF GROUP POLICIES 
GL-360 and GL-V360 


issued by 


THE PRUDENTIAL INSURANCE COMPANY OF AMERICA 
(Herein Called The Insurance Company) 


It is hereby agreed that the group policies specified above, 
collectively, shall be considered as a single group policy, 

GT-360 , for the purpose of determining and crediting 
the portion, if any, of the divisible surplus of the Insurance 
Company accruing upon said group policies. 


THE PRUDENTIAL INSURANCE COMPANY OF AMERICA, 


Pe ee March 1719.60 py Aibruttbel 


attest...LA... LEER. scneangecnce A secretary 


The Policyholder has accepted this Rider this seventeenth day of March, 1960. 
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THE PRUDENTIAL INSURANCE COMPANY OF AMERICA 


a mutual life inenrance company 


AMENDMENT TO GROUP POLICY Ne. GL-V360. 
(to he attached te and made a part af the Policy) 


The Policyholder and the Insurance Company hereby agree as follows: 


Effective August 1, 1960, the Policy is amended to provide that the following 
paragraph is added to the section "Associated Companies” appearing on page CD 
of the Policy: 


References throughout the Policy to debtors of the Poliayholder shall 
be deemed to include debtors of such subsidiaries and affiliates. 
Obligations to such debtors imposed on the Policyholder by the Policy 
shall be satisfied by the subsidiary or affiliate, and, with respect 
to claims hereunder on account of coverage of such debtors, the 
Insurance Company shall discharge its obligations by making paynent 
directly to the subsidiary or affiliate. 


It ie agreed that such change or changes shall form « part of the Policy, bet not unless both the Policy holder and the Inauramce 
Company have hereto affixed their respective signatures. 


__.. October 7, 19 60 ~ GENERAL MOTORS ACCEPTANCE CORPORATION 


Pereeeeens Ronee ae eee ee ee 


(Peal ex Corporate Noms 


Wine Lip hTpay od steers e By. AON. Midave  Dtle. bea. 


THE PRUDENTIAL INSURANCE COMPANY OF AMERICA, 


Nenwarks. Mas.sla..ctober..3......... 19.60. By........... mae 





_— Prtased to U. 8. A. 


GC-3718 
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(The information referred to at p. 441 follows:) 


ExHrsir 4 


EFFECTIVE DATE: 


NO.: THIS CERTIFIES that the person named 
7 sets sabi cured @ certain at pee Pes 
P obligation as date rein, is covered un 
CHARGE MADE TO DEBTOR: $______ the provisions of Group Creditors Disability 
‘ ° Inaurance Policy No. GL-V360 issued by The 
Prudential Insurance Company of America, 
Newark, New Jersey, herein called the Pre- 
dential, to GENERAL MOTORS ACCEPT. 
ANCE CORPORATION, herein called tha 
‘ ° Policyholder. 


TOTAL DISABILITY.—“Total Disability” means the complete inability of the debtor, due to sickness or 
accidental bodily injury or both, to perform any and all duties pertaining to his occupation, provided 
that in no event shall “total disability” exist for any purpose of the coverage during any period in which 
the debtor is actually engaged in his or any other gainful occupation. 

ELIMINATION PERIOD.—“Elimination Period”, with respect to total disability of the debtor, means the 
first thirty consecutive days of any period of continuous total disability of the debtor. 

BENEFIT PERIOD.—“Benefit Period”, with respect to said obligation, means a period commencing at 
the end of the Elimination Period and continuing so long as the debtor remains continuously totally dis- 
abled but not heyond the date on which the final instalment of the debtor's obligation is payable pursuant 
to the original contract evidencing same or any executed renewal thereof or an extension of time granted 
by the Policyholder for the payment of one or more instalments thereof. 

BENEFITS.—If total disability of the debtor commences prior to termination of the coverage as described 
below and such total disability continues beyond the Elimination Period, then, commencing on the instal- 
ment due date next following expiration of the Elimination Period and thereafter monthly on instalment due 
dates during the Benefit Period applying to the debtor with respect to said obligation, the Prudential will 
pay to the Policyholder, subject to the provisions hereinefter stated, either (1) an amount equal to the 
Monthly Disability Benefit, determined as hereinafter provided, in the case where the entire monthly period 
ending with the instalment due date as of which such monthly benefit is payable is within the Benefit Period 
and the debtor was totally disabled during such entire monthly period, or (2) im any other case, an amount 
equal to a pro rata portion of the aforesaid Monthly Disability Benefit based on the number of days the 
debtor was totally disabled during that portion of tha monthly pone ending with the instalment due date 
as of which such monthly benefit is payable as is within the Benefit Period. 


The sum of the disability benefits peyable with respect to said obligation shall net exceed $5,000 and, in 
addition, if the debtor incurs more than one obligation, each of which includes an identifiable charge for 
coverage under the Policy, the aggregate of the disability benefits payable with respect to all such obligations 
during any one period of continuous total disability of the debtor shall not exceed $10,000. In no event, 
however, shall the sum of the disability benefits payable with respect to en obligation on and after the date 
the debtor attains sixty-five years of age exceed an amount equal to twelve times the applicable Monthly 
Disability Benefit. 

If the terms of an instalment contract provide for payment of periodic instalments in ether than equal 
monthly instalments, an instalment due date thereunder shal] nevertheless be deemed, for the purpeses of 
the coverage, to occur monthly on the same day of each month as the day of the month on which the final 
instalment is payable under the original contract evidencing the debtor's obligation or any renewal thereof. 
The amount of the Monthly Disability Benefit payable with respect to said obligation shall be determined 
as follows, subject to the further provisions of this section: 

(ea) If said obligation is payable in equal monthly instalments, the amount of the Monthly Disability 
Benefit shall be equal to the emount of a monthly instalment payment required by the terms of the 
original contract evidencing said obligation or by the terms of any renewal thereof in effect at the 
time when the Monthly Disability Benefit becomes payable. 

(b) If said obligation is payable in other than equal monthly instalments, the amount of the Monthly 
Disability Benefit shall be equal to the amount determined by dividing the total initial amount of 
said obligation by the duration, in months, from the date the obligation is incurred to the date on 
which the final instalment is payable pursuant to the origiual contract evidencing said obligation. 
However, in the event of a renewal of said obligation, the amount of the Monthly Bisabitity enefit 
shall thereafter be equal to the amount determined by dividing the amount of the obligation re- 
maining unpaid on the date of such renewal by the duration, in months, from the date of such 
renewal to the date on which the final instalment is payable pursuant to such renewal. 

In no event, however, shall the Monthly Disability Benefit exeeed $300 with respect to any one obligation 
of a debtor, or an aggregate of $450 with reepect to all obligations of the same debtor if the debtor is 
covered under the Policy with respect to more than one obligation. 

No benefits shall be payable for any period of disability during which the debtor is net under the care of a 
licensed physician or surgeon other than himself. 

In the event of an extension of time granted by the Policyholder for the payment of one or more instal- 
ments of said obligation, any benefits payable for days of total disability, if any, of the debtor occurring 
iminediately prior to the date on which the final instalment of the debtor's obligation is payable pursuant 
tu such extension shall be reduced to the extent of benefits payable during the extension period. 

Benefits paid by the Prudential to the Policyholder pursuant to the foregoing provisions shall be applied by 
the Policyholder, to the extent of such payments, in payment or reduction, as the case may be, of the amount 
of any instalnient with respect to which each payment of benefits by the Prudential applies. If benefits paid 
to the Policyholder are not applied due to payment in full of said obligation or te the extent that a balance 
of such benefits remains unapplied thereafter, such benefits or any balance thereof shall be paid by the 
Policyholder to the debtor if living, otherwise to his estate. Payment by the Prudential to the Policyholder 
shall completely discharge the Insurance Company's liability with respect to the amount eo paid. 
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EXCLUSIONS.—Benefits are not payable with respect to said obligation if total disability of the debtor «1 
commences prior to the date on which the debtor becomes covered with respect to said obligation. of «2! 
commences on or after said date if the total disability results from any disease contracted or bodily injury 
sustained prior to said date and the debtor was totally disabled as a result of such disease or iujury at any 
time during the six months period immediately preceding said date, or (3! results from pregnancy of cesult 
ing childbirth, abortion or miscarriage or (4) results from an act of war, including, but not limites! te. 
any war declared or undeclared, and armed aggression resisted by the armed forces of any country. constsna 
tion of countries or international organization, if such ect occurs while the debtor is covered with iespert 
to said obligation. 

CLAIMS.— Written notice of claim must be given to the Prudential within twenty days after the commenre- 
ment of any Benefit Period for a total disability covered by the Policy or as soon thereafter as is reasonally 
possible. The Prudential, upon receipt of a notice of claim, will furnish to the claimant such forms as are 
usually furnished by it for filing proofs thereof. If such forms are not furnished within fifteen days after 
the giving of such notice the claimant shall be deemed to have complied with the requirements as to proef 
of claim upon submitting, within the time fixed for filing proofs of claim, written proof covering the 
occurrence, the character and the extent of the total disability for which claim is made. 

Written proof of claim must be furnished to the Prudential within ninety days after termination of the 
month or legser period for which the Prudential is liable. Feilure to frrnish such proof within the time 
required shall not invalidate nor reduce any cleim if it wes not reasonably possible to give proof within 
such time, provided such proof is furnished as soon as reasonably possible. 


The Prudential at its own expense shall have the right snd opportunity to examine sny debtor as to whoee 
sickness or injury e claim is made when and ae often as it may reasonably require during the pendency 
of such cleim. ; 

Subject to due written proof of claim ell eccrued benefits will be paid to the Policyholder monthly end exy 
belance remaining unpaid upon termination of liebility will be paid to the Policyholder immediately upes 
receipt of due written proof, 

No action at law or in equity shall be brought on the Policy prior to the expiration of sixty days after 
written proof of claim has been furnished in eccordance with the requirements of the Policy. No sech 
sctiey ica brought efter the expiration of three years after the time written proof of claim is required 
to be furnished. 

NON-APPLICABILITY OF COVERAGE UNDER CERTAIN CIRCUMSTANCES.—The coverage described 
above will not apply to the debtor with respect to said obligation (a) if said obligation was incurred en er 
efter the debtor's sixty-fifth birthday or (b) if the debtor was not “gainfully employed” on the date said 
obligation was incurred. The term “gainfully employed” means being actively engaged in any business er 
occupation for remuneration or profit for not leas than thirty hours during each week. 

TERMINATION OF COVERAGE.—The coverage on the debtor with respect to said obligation shall sute 
matically terminate on the earlieat of the following dates: (a) the date on which the unpaid balance of said 
obligation under the instalment contract ie discharged by prepayment thereof; (b) the 90th day after 
continued default by the debtor in the payment of any instalment of said obligation when due, unless the 
property under the instalment contract is repossessed during such 90 day period, or unless the debtor is then 
totally disabled on accuunt of injury or sickness for which benefits ere payeble under the coverage: (c) m 
the event of repossession of the property under the instalment contract, then on the [5th day after such 
repossession, unless during such 15 day period the debtor redeems the repossessed property and the Policy- 
holder reinstates the instalment contract; (d) the date on which the final instalment of ssid obligation ss 
payable pursuant to the original contract evidencing same or any executed renewal thereof or an extenssen 
of time granted by the Policyholder for payment of one or more instalments thereof. 

In the event that the debtor becomes a transferor under a Trensfer of Equity prior te termination ef 
coverage as above provided, the coverage on the transferor shall terminate on the date of execution by the 
Policyholder of such transfer. 

Termination of coverage shall be without prejudice to eny rights to benefits on ececount of total disebility 
which commenced prior thereto. 

In the event of prepayment in full of said obligation or upon the occurrence of the automatic termination 
events referred to in sub-divisions (b) and (c) of the first paragraph of this section, the Policyholder will 
pay or credit to the debtor a portion of the charge for the coverage, computed in eccordance with the 
principles of the “sum of digits” formula commonly known as the “Rule of 78", provided that no sach 
payment or credit need he made if the amount thereof would be less than $1.00. 


THE PRUDENTIAL INSURANCE COMPANY OF AMERICA 


” Cooonel 4 ante prism 


Where the contract evidencing the debtor's obligation is modified by the terms of a renewal of the obligation 
or by an extension of time granted by the Policyholder for the payment of one or more instalments thereel, 
any additional charge on account of such renewal or extension for the coverage described herein will be 
disclosed to the debtor by a supplement hereto furnished to the debtor by the Policyholder. 

Where a charge has been made to the debtor for coverage in excess of that described herein, any adjustment 
to which the debtor may be entitled will be made upon notification thereof to the Polieyholder. 

Any claim under this coverage should be submitted through the GMAC office to which the debter’s pay 
ments are made. 
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(The information referred to at p. 587 follows:) 


EXHIBIT 5 


Extract From 
Senior Subordinated Loan Agreement, February 24, 1960 


37,500,000 5-1 Subordinated Notes due June 1, 1982 


6. Covenants. + % % 


(d) The Company covenants that, so long as any of the Notes shall remain outstanding, it will at all 
times maintain (i) the aggregate of the capital stock, surplus and Junior Subordinated Indebtedness of the 
Company and its consolidated subsidiaries (determined on a consolidated basis and in accordance with 
generally accepted accounting principles and practices) at an amount at least equal to 200% of the 
aggregate amount then outstanding of the Notes and other Senior Subordinated Indebtedness of the 
Company, and (ii) the aggregate of the capital stock and surplus of the Company and its consolidated 
subsidiaries (determined on a consolidated basis and in accordance with generally accepted accounting 
principles and practices) at an amount at least equal to 150% of the aggregate amount then outstanding 
of Junior Subordinated Indebtedness of the Company. As used in this Agreement, the term “Junior 
Subordinated Indebtedness” means all indebtedness for borrowed money of. the Company, whether out- 
standing on the date of this Agreement or incurred after the date of this Agreement, which provides for the 
subordination of such indebtedness only to the Superior Indebtedness and tbe Senior Subordinated 
Indebtedness of the Company. As used in this Agreement, the term “Senior Subordinated Indebtedness” 
means all indebtedness for borrowed money of the Company, whether outstanding on the date of this 
Agreement or incurred after the date of this Agreement, which provides for the subordination of such 
indebtedness only to the Superior Indebtedness of the Company. 


Extract From 
Junior Subordinated Loan Agreement, February 24, 1960 


000 5- Junior Subordinated Notes due June 1, 1961 


6. Covenants. + % # 


(d) The Company covenants that, so long as any of the Notes shall remain outstanding, it will at all 
times maintain the aggregate of the capital stock and surplus of the Company and its consolidated 
subsidiaries (determined on 2 consolidated basis and in accordance with generally accepted accounting 
principles and practices) at an amount at least equal to 150% of the aggregate amount then outstanding 
of the Notes and other Junior Subordinated Indebtedness of the Company. As used in this Agreement, 
the term “Junior Subordinated Indebtedness” means all indebtedness for borrowed money of the 
Company, whether outstanding on the date of this Agreement or incurred after the date of this Agreement, 
which provides for the subordination of such indebtedness only to the Superior Indebtedness and the 
Senior Subordinated Indebtedness of the Company. 
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GENERAL MOTORS CORPORATION 


GENERAL MOTORS BUILDING 
3044 WEST GRAND BOULEVARD 
DETROIT 2, MICHIGAN 


July 25, 1961 


Mr. Herbert N. Maletz, Chief Counsel 

Antitrust Subcommittee of the Committee 
On The Judiciary 

United States House of Representatives 

Room 230 

House Office Building 

Washington, D. C. 


Dear Mr. Maletz: 


Attached please find fifteen (15) copies 
of each of the following statements in connection 
with Hearing Before The Antitrust Subcommittee of 
The Committee On The Judiciary. United States House 
of Representatives on H.R. 71: 


1. Supplemental Statement by General 
Motors Corporation dated July 24, 1961; 


2. Supplemental Statement by General 
aie Acceptance Corporation dated July 24, 
1961; 


3. Statement by General Motors Corpora- 
tion Concerning the Unconstitutionality of 
H.R. 71. 


Very truly yours, 


Aloysius F. Power 
General Counsel 


(The statement referred to at p. 493 follows:) 


SUPPLEMENTAL STATEMENT 


BY 


GENERAL MOTORS CORPORATION 


HEARING BEFORE THE 


ANTITRUST SUBCOMMITTEE 


OF THE 


COMMITTEE ON THE JUDICIARY 


UNITED STATES HOUSE OF REPRESENTATIVES 


ON 


H.R. 71 


JULY 24, 1961 
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This statement is submitted to clarify the 
position of General Motors Corporation with respect to 


certain of the statements and evidence in the record. 


TERMINATION PROVISIONS - G.M. DEALER SELLING AGREEMENTS 





In testifying in favor of H.R. 71, on June 
30, 1961, Judge Thurman Arnold, as a witness on behalf 


of Associates Investment Company, stated: 


The purpose of this Bill is to 
dissolve a combination between the 
world's largest manufacturing cor- 
poration, General Motors, and one 

of the largest finance companies in 
the United States, General Motors 
Acceptance Corporation. The illegal- 
ity of the acquisition and continuing 
ownership of GMAC by GM lies in the 
fact that GM has the power of life 
or death over its dealers. It can 


cancel their franchises and destroy 


them financially without giving any 
reason for such action.” (Tr. P. 1066 - 


underscoring added) 


"To say that an automobile dealer 
whose capital and livelihood are at 
the mercy of the arbitrary whim of 
GM can exercise an independent and 
objective judgment not to favor GMAC 
-is nonsense." (Tr. P. 1067) 


"Mr. McCulloch. Bringing this case 
right down to this one matter before 
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us, then, may we properly conclude 

by reason of the fact that General 
Motors now finances 42 per cent of 
General Motors products sold by its 
dealers, that that is proof enough 
that there is a substantial lessening 
of competition by reason thereof under 
existing law? 


"Mr. Arnold. No, it is not the fact 
that they control 42 per cent or 22 
per cent. It is the fact that they 
can cancel the dealer's franchise, 
and when you can cancel the dealer's 
franchise without giving any reason 
whatever, to say that your finance 
company will not get favorite treat- 
ment -- now it is not the 42 per cent. 
It is the power which they have. 


"Mr. McCulloch. And that statement 
stands even in view of the Automobile 
Dealers Franchise Act passed by the 
Congress? 


"Mr. Arnold, Oh, yes, the automobile 
franchise /act/ gives them very little 
protection. I do not know whether it 
gives them any. It may give them some." 
(Tr. PP. 1102 - 1103) 


Judge Arnold apparently has been misinformed. 


The General Motors Dealer Selling Agreements 


with General Motors dealers are subject to termination 
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by General Motors Corporation only for cause. On the 
other hand such Agreements may be terminated by the 
dealers without cause upon thirty days' written notice 


to General Motors. 


The Selling Agreements between General Motors 
Corporation and General Motors dealers prior to World 
War II were continuing Agreements. The dealer had the 
right to terminate this continuing Agreement at any tine 
upon thirty days’ notice. General Motors Corporation 
had the right to terminate the Agreements only upon 
ninety days' prior written notice given once each year 
during the months of July, August or September. This 
arrangement permitted General Motors to review its busi- 
ness relationship with each dealer annually and to dis- 
continue the arrangement if it was not satisfactory or 


desirable. 


In 1944 all General Motors Dealer Selling 
Agreements were rewritten as Term Agreements. The 
term of the Agreement was from the date of signing 


until the expiration of two years from the date motor 
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vehicle production was resumed following the end of 
World War IL. Thereafter, commencing November 1, 1947, 
the General Motors Dealer Selling Agreements were Term 
Agreements for a period of one year. In March of 1956, 
the term was extended to five years. Currently the 
General Motors Dealer Selling Agreement in effect with 
over 99 per cent of the General Motors dealers, is a 
five-year Term Agreement subject to termination by 
General Motors Corporation only for cause but subject 
to termination by the dealer without cause upon thirty 
days' written notice. The relatively few remaining 
dealers, as a result of their election, have either a 
one-year term, or a continuing Agreement which is can- 


celable by either party on notice. 


Furthermore, the Dealer Franchise Act which 
became effective on August 8, 1956, provides in Section 
2 as follows: 

"Sec. 2. An automobile dealer may 
bring suit against any automobile 


manufacturer engaged in commerce, in 
any district court of the United States 
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in the district in which said manufacturer 
resides, or is found, or has an agent, with- 
out respect to the amount in controversy, 
and shall recover the damages by him sus- 
tained and the cost of suit by reason of 
the failure of said automobile manufacturer 
from and after the passage of this Act to 
act in good faith in performing or comply- 
ing with any of the terms or provisions of 
the franchise, or in terminating, canceling, 
or not renewing the franchise with said 
dealer: Provided, That in any such suit 
the manufacturer shall not be barred from 
asserting in defense of any such action the 
failure of the dealer to act in good faith." 


Contrary to Judge Arnold's testimony General 


Motors Corporation cannot ", . . cancel their [General 


Motors dealers'/ franchise and destroy them financially 


without giving any reason for such action." Nor can 


General Motors ". . . cancel a dealer's franchise with- 


out giving any reason whatever .. ." 


GM-GMAC CONSENT DECREE - JULY 28, 1952 


On October 4, 1940, there was instituted in 


the District Court of the United States for the Northern 
District of Illinois, Eastern Division, a Civil Action 
No. 2177, in which the United States of America was 


plaintiff and General Motors Corporation, General Motors 


Acceptance Corporation and General Motors Sales Corpora- 


tion were the defendants. 
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The suit had for its primary purpose the 
divorcement of General Motors Acceptance Corporation 


from General Motors Corporation. 


The criminal case, which resulted in the 
conviction of these same defendants in October of 
1939, had been appealed. | It was, therefore, arranged 
by a series of stipulations that the joinder of issue 
in the civil suit should be deferred until a final 
judgment was reached by the Appellate Courts in the 
original case. On October 13, 1941, the United States 
Supreme Court by denying a rehearing made final a 


refusal to grant certiorari to General Motors Corporation. 


Following this decision, an answer to the 
Government's Amended Complaint was filed on April 18, 
1942. <A short time thereafter on May 15, 1942, the 
defendants propounded interrogatories to the Government. 
These the Government objected to, following which, on 
or about October 5, 1942, the Court entered an order 
directing the Government to make answer to most of 


defendants’ interrogatories. In due course, on November 
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19, 1942, defendants were served by the Attorney General 
with answers to interrogatories but on examination the 


answers were found to be insufficient and unsatisfactory. 


Defendants thereupon, on December 16, 1942, 
made a motion to the Court to compel the United States 
of America to make further answers to the interrogatories, 
especially the interrogatory which sought from the Goverr- 
ment the names of the dealers handling General Motors 
passenger automobiles who had been abused and coerced 
by the defendants or one of them, and upon whose testi- 


mony the Government would rely upon the trial. 


The motion was granted, on April 1, 1943, and 
the Attorney General was directed to furnish such names 
to the defendant. On April 29, 1943, the Attorney 
General served upon defendants the further answers to 


interrogatories which had been ordered by the Court. 


Included among the further answers served upon 
the defendants by the Government was the information 


concerning those dealers in General Motors passenger 
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cars who had, allegedly, according to the plaintir£, 
been abused or coerced by the defencants tnrowe= vari- 
ous means to give their car finance business to General 


Motors Acceptance Corporation. 


The answer embraced a list of apvroxizately 
400 dealers in General Motors automobiles identified 
further by their business addresses wno, tne Goverment 


claimed, had been thus coerced. 


Following receipt of the further answers to 
interrogatories, the defendants notified the Attorney 
General's office that they intended to secure depositions 
from each of the approximately 400 dealers whom the 


Government intended to call to establish their case. 


The defendants commenced taking depositions 
on September 21, 1943, complying in the case of each 
dealer with the formalities prescribed by the Rules of 
Federal Procedure. The Attorney General's office was 
present at the taking of each deposition and in almost 


all instances cross-examined the dealer witnesses. 
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On July 10, 1945, the Attorney General served 
notice of a motion to limit the depositions to be taken 
by defendants. On the hearing of the motion defendants 
opposed, claiming that they had the right to use the 
discovery procedures available to learn the issues which 
they had to meet on the trial. It was argued further 
that they had been diligent in taking depositions and 


would continue to be equally diligent in the future. 


The Court after hearing argument continued the 
motion to limit depositions generally. The Attorney 


General never thereafter raised the issue. 


The taking of depositions was resumed and con- 
tinued until all the dealer witnesses in the Government's 
list (except those who had died) had been examined on 
deposition. The last deposition was taken on August /, 
1947. The total number was 391. 


Apart from the 38 former dealers and 10 cur- 
rent dealers who testified at the criminal trial at 


South Bend in 1939, and who were included in the list 
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of approximately 400 dealers and ex-dealers furnished 
by the Government, not more than five or six of the 
remaining 343 dealers whose depositions were taken 
testified in any way to any abuse or coercion exercised 
toward them by the defendants or any of them in order 
to compel the use of General Motors Acceptance Corpora- 


tion for automobile financing. 


The picture developed from a study of the 
depositions of witnesses allegedly relied upon by the 
Government to establish its complaint against defendants 
calling for divorcement, showed clearly that the Govern- 
ment‘s case had collapsed. 


Foal 


In the circumstances the Government had the 
choice of going out and interviewing more General Motors 
dealers with a view of securing evidence which would 
justify its claim for divorcement or it could enter 
negotiations for a settlement though such a settlement 
clearly could not justifiably involve a divorcement in 


view of the state of the record. 
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Whether the Government again went into the 
field generally to seek to discover evidence justifying 
divorcement is not certain although at times reports 
were received from dealers, not previously contacted, 


of visits by Government representatives. 


In 1950 the suggestion was received from the 
Attorney General's office by defendants' counsel that 
the parties to the litigation should explore the pos- 
sibility of a consent decree. Defendants after a dis- 
cussion among themselves notified the Government of 
their willingness to make such an exploration provided 
the issue of divorcement could be eliminated. After 
a time this was agreed to by the Attorney General's 


office. 


The ensuing negotiations were continued and 
culminated in the existing consent decree entered into 


on July 28, 1952. 


On May 10, 1952, on notice to the parties 


plaintiff and defendants in the litigation, a petition 


- jl - 


AUTO FINANCING LEGISLATION 649 


was presented to the United States District Court Judge 
LaBuy by Scott W. Lucas and Charles A. Thomas, attorneys 
for the American Finance Conference, consisting of com- 


petitor finance companies, for leave to appear as amici 





curiae. The motion was granted by Judge LaBuy on May 21, 
1952. 


Thereafter the parties to the litigation 
worked out a consent decree which was presented in open 
court on June 21, 1952. On motion of the amici curiae 
the hearing on the consent decree was continued to July 


28, 1952 to give the movants a chance to study the decree. 


On July 28, 1952, after hearing counsel for 
all parties including the amici curiae, Judge LaBuy 


signed the consent decree. 


The basic principle underlying the consent 
decree is that General Motors Corporation passenger car 
divisions shall treat GMAC no better than any competitive 
finance company (hereafter referred to as ODC). The 


restrictive provisions binding on GM car divisions are: 


«49 = 
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(a) 


(b) 


(c) 


(d) 


(e) 


(f£) 


(g) 
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Wholesale financing procedures in effect 
with ODC shall be no more onerous than 
those in effect with GMAC. Plan current- 
ly in effect approved by court. 


GMAC shall have no right to have offices 
in car factory buildings unless ODC shall 
be accorded the same right. 


No information shall be furnished GMAC as 
to the identity of new dealers unless sini- 
lar information is furnished upon written 
request to ODC, 


GM car divisions shall not through coercion, 
persuasion or favoritism influence dealers 
to use GMAC. 


GM car divisions shall not compel dealers 
to finance wholesale purchases or retail 
sales at rates established by GMAC. 


No joint visits to dealers of representatives 
of GM car divisions and GMAC shall be made 
except in respect of transactions favorable 
to dealer involving other than car financing 
at wholesale or retail. 


GM car divisions shall use no information 
obtained from dealers in person or by audit 
of books to influence dealer to patronize 
GMAC. 
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(h) GM car divisions shall not endorse or 
advertise GMAC provided that such car 
divisions may endorse or advertise a 
specific plan for financing cars without 
mentioning GMAC and without discriminating 
in favor of GMAC and against ODC offering 
the same plan. 


GMAC is enjoined: 


(a) From representing to any dealer that GM 
car divisions require him to use GMAC or 
that failure to use GMAC will result in 
the cancellation of his franchise or sales 
agreement or in the loss of any advantage 
or facility furnished by GM car divisions 
or from representing that use of GMAC by 
dealer will result in GMAC obtaining from 
GM car divisions special favors for such 
dealer. 


(b) From making joint visits on dealers with 
representatives of GM car divisions, ex- 
cept to work out with dealers special 
transactions for special facilities other 
than wholesale or retail car financing 
(e.g., capital loans). If such special 
facilities be furnished it is lawful to 
arrange as part consideration therefor 
that dealer shall do business with GMAC 
on an exclusive basis for a reasonable 
length of time. 


The foregoing are the restrictive provisions 
of the decree. There are additional administrative 


provisions as well as a provision reading as follows: 
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"Jurisdiction of this cause is retained 
for the purpose of enabling any of the 


parties to this judgment to apply to 
this Court at any time for such further 


orders and directions as may be neces- 
sary or appropriate for the construction 
or carrying out of this judgment or for 
the modification or termination of any 

of the provisions thereof or for the 
purpose of the enforcement of compliance 
therewith and the punishment of violations 
thereof." 


A copy of the Consent Decree is attached. (Exhibit A.) 


Paragraph X of the Consent Decree required 
that a copy of the judgment be mailed by General Motors 
Corporation to its dealers, regional, zone, city and 


district managers and field representatives in the con- 
tinental United States, and a copy be mailed by General 


Motors Acceptance Corporation to its regional, branch, 
district and territorial managers in the continental 


United States. 


The General Counsel of General Motors Corpora- 


tion sent a copy of the judgment to every General Motors 


dealer with a letter stating: 
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Quired by the order to assure trat tneir explcyes mac 


full knowledge of the terms c? the decree. 


Following entry of tne finai fucsm ert regiora: 
meetings were neld by the General Course. with tne 
supervisory central office sales and the fieid person- 


nel of the car divisions of General Motors Corporation 
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to explain the contents and meaning of the various 
provisions of the judgment and the importance of 
exact compliance with its terms. A copy of the judg- 
ment was sent to all such General Motors employes 
designated in the order together with a Memorandum 
Gated November 15, 1952 summarizing the terms of the 
decree to assist the employes in understanding the 
decree and to aid them in its observance. Copies of 
the General Counsel's transmittal letter and his 
Memorandum dated November 15, 1952 are attached hereto. 


(Exhibits C and D respectively.) 


Following similar regional meetings held 
by the General Counsel with supervisory field person- 
nel of GMAC to explain the contents of the decree, 
GMAC not only gave a copy of the Final Judgment to 
the personnel required by the order but also furnished 
a copy to its assistant branch managers; accounting, 
dealer relations, credit and special collection managers, 
senior credit supervisors, credit men and field repre- 


sentatives. Each copy of the judgment was accompanied 
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The instructions issued by the Chevrolet 
Division illustrate the procedure followed by Genera! 


Motors Corporation. 


Since the entry of the order in 1952 
Chevrolet has required that a copy of the decree be 
furnished to all new Chevrolet dealers appointed efter 
the date of the order. To assure that this is done. 
it requires zones to obtain the written acknowledgnent 
of the receipt of a copy of this decree from each in 
dividual who is named as a principal of the new dealer- 


ship in paragraph Third of the Dealer Selling Agreenet. 


In addition, Chevrolet has required that all 
new Chevrolet employes or regular employes when initially 
appointed to any of the following positions be given 4 
copy of the consent decree and a copy of the General 
Counsel's Memorandum of November 15, 1952: 

Regional Managers 

Assistant Regional Managers 

Zone Managers 


z Branch Managers 
City Managers 
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Assistant Zone Managers 

Regional Organization Managers 

Zone Organization Managers 

Regional Sales Promotion Managers 

Zone Sales Promotion Managers 

Regional Business Managers 

Zone Business Managers 

Regional Car Distribution Managers 

Regional Plant Distribution Managers 

Zone Distribution Managers 

Assistant Regional Plant Distribution 
Managers 

Assistant Plant Distribution Managers 

Assistant Zone Distribution Managers 


Regional Truck Managers 

Zone Truck Managers 

Zone Used Car Managers 

Regional Service Managers 

Zone Service and Mechanical Managers 
Service and Mechanical Representatives 
Regional Parts and Accessories Managers 
Zone Parts and Accessories Managers 
Regional P&A Radio specialists 
Regional P&A School Instructors 
Assistant Zone P&A Managers 

Regional Warehouse Managers 

Warehouse Managers 

Regional Service Engineer - Product 
Zone Plant Managers 

Zone Fleet Service Managers 

District Managers 

Public Relations Representatives 


Similarly, GMAC has regularly required that 


each new employe or regular employe when initially 


«9G: 


658 AUTO FINANCING LEGISLATION 


appointed to any of the following positions be furnished 
with a copy of the consent decree and the General Counsel's 
Memorandum: 
Regional Managers 
Control, Field and Purchase Branch 
Managers 
Assistant Branch Managers 
Department Managers and Assistant 
Managers 
Collection Managers 
Senior Credit Supervisors 
Credit Supervisors, Supervisors 
Truck Financing, Special 
Collection Managers, Credit Men 
Those handling sales and collections 
in the field 
In addition, GMAC instructs all its branch 
personnel that ‘it is important that all GMAC employes 
regardless of job classifications be aware of the con- 


sent decree and be familiar with the complaint upon 


which it was based and with its terms’. 


The following specific instructions to GMAC 
branches illustrate the clear desire to live strictly 


within the terms of the 1952 consent decree: 
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"Meetings Attencec by Scth Sealers ac 
GM Division Nepresenmiatives - (occh 
for New Products amnowmcemerr) - 3 
GMAC's attencance at such meetin 
illegal only in the event it is 
purpose of inzlvencing ceaiers to us 
GMAC, an illegai motive can de immeuted 

by others even where none existec. It 

is our policy not to attend such meetings.” 
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"GMAC Use of Meeting Rooms and Cafeteria 
Facilities at GM Training Centers - Un- 
less such facilities were aiso made 
available to our competition, there could 
pe claims of discrimination in favor of 
GMAC and other imputations of illegal 
motive. Consequently, GMAC must not use 
these facilities and branches will be 
guided accordingly." 
Faced with such clear evidence of a full 
, intention to comply with the terms of the decree and 
faced also with the need to admit that in fact there 
_has been complete compliance with the order by both 
General Motors Corporation and GMAC, the proponents 
of the bill are driven to claiming that the mere re- 
lationship between General Motors Corporation and GMAC 


is “covert coercion” or “unfair competition" justifying 


divestiture. The actual GMAC share of the General 
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Motors dealers' instalment transactions pvlus the sub- 

stantial increase of the banks' share of the same market 

refute this contention. 

COMPLETED AND PENDING ANTITRUST LITIGATION TO WHICH 

GENERAL MOTORS CORPORATION AND/OR GMAC WERE PARTIES 
Reference was made in the record to several 


actions involving General Motors Corporation or Gencrai 


Motors Acceptance Corporation or both. 


The criminal case which preceded the civil 
action referred to above and which resulted in the con- 
viction of General Motors Corporation and General Motors 
Acceptance Corporation was cited. There was at Teast 
an implication that this conviction illustrated a 
flagrant violation of the antitrust laws. In view of 
this, a brief review of the history of that action is 


desirable. 


The indictment was issued against four cor- 
porations--General Motors, General Motors Sales, GMC 


and GMAC of Indiana--and 19 officers and other employes 
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of these corporations. The individual defendants 
included their principal officers and, specifically, 
the chairman of the board, the president and three 
vice presidents of General Motors and the president 


and four vice presidents of GMAC. 


At the trial 48 dealers of some 50,000 
individuals who were or had been General Motors deal- 
ers testified concerning transactions or incidents 
which occurred over the period that GMAC had been in 
business. In addition, 56 dealer contact reports of 
a total of hundreds of thousands of such contact re- 


ports for the period involved, were offered in evidence. 


Under the rules of evidence applied by the 
District Court, the defendants were denied the oppor- 
tunity to produce the proffered testimony of a large 
number of other dealers or any evidence of the prac- 
tices of other finance companies which the defendants 


contended adversely affected distribution of General 


motors cars. 
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The United States Court of Appeals, Seventh 
Circuit, affirmed the conviction and approved the fore- 
going rulings in an opinion handed down in May of 1941 
(121 Fed.2d 376). However, the United States Court of 
Appeals, Seventh Circuit, in the case of Emich Motors 
Corporation v. General Motors Corporation, in an opinion 
issued in March 1950 (181 Fed.2d 70), modified its prior 
ruling with respect to the admission of evidence as to 


the practices of independent finance companies, saying: 


"In the criminal case we noted a 
possible distinction between the situ- 
ation of customers dissatisfied over 
faulty performance of their cars and 
those dissatisfied over financing, 
commenting that it was improbable that 
the latter would blame GMC because they 
were dispossessed or defrauded by an 
independent finance company. But in 
the actual case presented here defendants 
offered evidence calculated to demonstrate 
that the improbable had occurred. The 
large number of complaints received by 
GMC based on finance as well as service 
indicated that customers were holding 
GMC responsible for both. (Underscoring 
ours) 


Two further occurrences during the trial are 


of interest. In discussing the defendants' motions to 
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dismiss following the close of the Government's case, 


the court stated in the presence of the jury: 


"This case is, I think, without pre- 
cedent. 


"The theory that underlies the indict- 
ment is one which, so far as I have 
learned, is completely without ante- 
cedent in any preceding case.'' (U.S. 
v. GM et al. Record pp. 825-826) 


The court then stated that he was denying 


defendants' motions on the basis that 


‘we have here a situation where, if 
I should allow this motion, there is 
no opportunity upon the part of the 
Government to have a review by the 
Supreme Court, the action of which 

I cannot undertake to foretell, the 
decision of which I feel in no wise 
capable of prognosticating. 


"If I should allow this motion the 
Supreme Court would not have the 
opportunity to decide what the law 
is in a case which is, as l1 have 
said, without precedent.'' (Ibid.) 


When the jury returned for further instruc- 


tions following its initial deliberations, the following 
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questions were asked of the court by the foreman on 

behalf of the jury (U.S. v. GM et al. R. 1946): 
"The Foreman: Your Honor, the jury 
wants to know if the defendants are 


found not guilty, can the government 
appeal the case? 


“The Court: No, it cannot. 


"The Foreman: If the defendants are 
found guilty, can they appeal the case? 


"The Court: Yes." 


The final verdict of the jury was also wu- 
usual. It was claimed by the Government that the 
individual defendants were the ones who created the 
alleged conspiracy and directed the claimed coercive 
actions against the General Motors dealers. The jury 
found the corporate defendants guilty but acquitted 
the officers and employes who were indicted and made 
defendants as the corporate representatives who per- 


petrated the conspiracy. 





: 
wt 


7 AUTO FINANCING LEGISLATION 


Following the conviction in the criniza! 
, case, seven treble damage civil actions under the 


Antitrust Laws were instituted against General Yctors 


+ 


Corporation. Two of these resulted fn tury verciccs 


nf 


Wom 


for the defendant; another was dismissed at the cicse 
of the plaintiff's proof; another was dismsse< on 
motion for summary judgment and three were cismssed 


on technical legal grounds. 


Statements have been aace in these hearinzs 
which do not correctly describe the circ-mstazces 
_, Surrounding the FIC proceedings prior to sor.d dar Il 
; with respect to General Motors parts and accessories, 
which led to the 1942 FIC order to weica Geseral Mctors 
is subject. Tnese statemects have aiso ixncicated that 
General Motors is not cocslyirg with this order and is 
| coercing General Motors Gea.ers to boy Gereral Motors 
Parts. The following outlines the Listory and facts 


relating to this proceeding. 


Shortly prior to the filing of the FIC con- 


plaint, the United States Spree Court, in the case 


ey rae 


73326 O—6 1_gnr 1——423 


666 AUTO FINANCING LEGISLATION 


of Pick Manufacturing Co. v. General Motors Corporation 
(299 U.S. 3, October 1936) had affirmed unanimously the 


conclusion of the two lower courts that the agreement 
in the General Motors dealer selling agreement that the 
dealer would not use unauthorized parts in the repair 
of General Motors motor vehicles did not violate the 


Clayton Act. 


The FTC complaint that General Motors was 
coercing the dealers to use General Motors parts and 
accessories was filed in June 1937. The trial thereunder 
began in the following month. Testimony was taken from 
time to time over a two-year period and all trial pro- 


ceedings were terminated in September 1939. 


In April 1940, the FTC Trial Examiner issued 
findings of fact and conclusions of law favorable to 
General Motors. The FTC attorney took extensive excep- 
tion to such findings and in November 1941 the Federal 
Trade Commission reversed its Trial Examiner's findings 
and conclusions and issued a Cease and Desist Order 


dated November 12, 1941. 
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In January 1942, General Motors filed a 
notice of appeal to the Circuit Court of Appeals. In _ 
June 1942 the Federal Trade Commission, at General 
Motors’ request, modified its order of November 12, 
1941. In view of this, General Motors withdrew its 


appeal and the modified order became final. 


Since the issuance of the modified FTC order 
in June 1942, there have been a number of events which 
demonstrate that General Motors has sought to comply 
fully with the terms of this order and, specifically, 
has not been guilty of coercing its dealers to purchase 


General Motors parts for replacement: 


1 Immediately following the issuance of 
the order, all affected General Motors per- 
sonnel were advised by letter and meetings, 
of the nature and scope of the order and the 
requirement that they comply strictly with 
its provisions. This was reported to and 
accepted by the FTC in General Motors Report 


of Compliance with the order. 
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2s In connection with this, General Motors 
changed the paragraph in the dealer selling 
agreement which was held not to violate the 
Clayton Act in Pick Manufacturing Co. v. 
General Motors Corporation (Oct. 1936, 299 
U.S. 3) to provide that the dealer would not 
represent that he was using new genuine Ceneral 
liotors parts in repairing General Motors 


vehicles unless that was the fact. 


oF In 1947 General Motors sent a letter to 
the General Sales Manager of each automobile 
division again explaining the nature and scope 
of the order and the requirement that each 
employe understand and strictly comply with 


its terms and provisions. 


4. In 1948 an Executive Vice President of 
General Motors sent a similar letter to the 
General Managers of all General Motors Divi- 
sions for distribution to all employes to wixc 


tne order might apply. 
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In this letter, General Motors emvloyes were 


advised that: 


‘The Corporation and its Divisions have 
always subscribed to the principle of 
aggressively merchandising the products 

of General Motors Corporation by sound 
ethical business practices and at no time 
have knowingly permitted coercive busi- 
ness practices. Consequently, in comply- 
ing witn this Cease and Desist Order, it 

is imperative that each employe fully 
understand his responsibility for so con- 
ducting himself in his contact with dealers, 
distributors and their employes that no 
hint or suggestion of intimidation or co- 
ercion ever enters into such relationships. 


“While the 'Cease and Desist Order' was 
directed against the Car Divisions of the 
Corporation, it should be reviewed and 
understood by all Corporation personnel 
(especially new people who have been em- 
ployed since June 1942) who nave the respon- 
Sibility of supervising and contacting any 
of the Corporation's dealers, distributors 
or their employes." 


Dé In late 1953 the FTC undertook a detailed 
investigation of General Motors’ compliance 
with the order. In addition to whatever in- 


vestigations were made outside ot General 
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Motors by the FIC, it made an extensive and 
detailed insvection, over a period of more 
than seven months, of a large number of the 
records and files of General Motors. This 
included the examination in detail of: (a) 
the files and records of eight zone offices 
of various Car Divisions in different parts 
of the United States, with the areas, zones, 
and divisions all selected by the FTC; (b) 
the files and records relating to 241 General 
Motors dealers selected by the FTC from all 
parts of the country; (c) the files and recorcs 
relating to 167 other General Motors dealers 
whose franchises were not renewed during the 
years 1950 through 1953; and (d) the policies 
and procedures and other material used by all 
Car Divisions in connection with their parts 


and accessories business. 


6. In February 1956, the FTC undertook an 


extensive investigation into the entire Genera: 
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Motors parts and accessories business. This, 
of course, included an investigation of the 
current compliance by General Motors with the 
FTC order of June 1942. The part of this in- 
vestigation which involved a review of General 
Motors material, files and records covered a 
period of two years during which countless 
files and records and other material of both 
General Motors and its various divisions and 
activities relating to all phases of its parts 
and accessories business were examined by two 


and sometimes three representatives of the FTC. 


ie In 1966, pursuant to a request made by 
the FTC in May 1960, a further written report 


of Compliance with the order was filed. 


b. Periodically, each Car Division advises 
its personnel of the meaning and content of 
the order and of the requirement for strict 


compliance therewith. Chevrolet Division, for 
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instance, again advised its field personel 

of the FTC order in August 1960 and directed 
"that this order be covered once each year 

with the entire field organization in any 


regularly scheduled meeting." 


9. In the later part of 1960, General Motors 
supplied the FIC, at its request, with copies 
of the dealer selling agreements currently 
used by the Car Divisions. In April 1961, the 
FTC was given, at its request, a written ex- 
planation of the same and their relation to 


sales of parts and accessories to dealers. 
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Brief reZerence wEs 219° mist 2° cre Seer 


to the Federal Traze Commissetom Trtsr, Divert: i 2n nara 


Motors Corporation anc Generac Wctsoms Lie: tere lope 
tion to cease and desist Sram aivextistcs tae "it plan” 
of G.M.A.C. A more detaties sxe atetimr cf te Fact! wo 


which the Order was precicate<, e>peams t2 te is c3rter. 


In the fall of 25:5 GALS amram et 2 Llwerits 
of ite finance charge ty atver>m ising ctf ‘cE 5-2-0. 
The announcement, in effect, trols tre pas its t12t it 
could calculate the charge at 1/2% per mort om tre! =e 
paid balance plus the cost cs? i=zs=ararmce cr DE For 22 
months. It advised the putitc: Tress s Foss wees 
financing cost. No extraz. Wo service Fees. ho ctre> 
charges." All the other ma‘or car merccfeccvurers ard 


finance companies also adopted sixtiar pr<ezrece. 


In the spring and summer cf 1325 the Feterei 
Trade Commission investigated trese ecavertizing pro- 
grams and issued complaints agatrset “ne mtcor venice 
manufacturers. Subsequent-y, tre retere. Trate Com 
mission obtained agreements to ceaze ard tesi2t fom 
the practices alleged in the complaints from all res- 


pondents except Ford Motor Company. Autn72.gn General 
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Motors ceased the program at that time, it: decided 


to litigate the legal issues involved. 


In November 1936, the Federal Trade Commission 
filed a complaint against General Motors and GMAC claim 
ing that such advertising was misleading because it 


would be construed by the public as 6% simple interest. 


In December 1939, after a hearing, the Federai 


Trade Commission issued its cease and desist order. 


This was appealed to the 2nd Circuit Court 
of Appeals. That Court affirmed the FTC order in its 
opinion of August 12, 1940. The Court in its opinion 


stated: 


‘It may be that there was no intention to 
mislead and that only the careless or the 
incompetent could be misled. Lut if the 
Commission, having discretion to deal with, 
these matters, thinks it test to insist upon 
a form of advertising clear enough.so that, 
in the words of the prophet Isaiah, ‘wayfaring 
men, though fools, shall not err therein,' it 
is not for the courts to revise their judg- 
ment.’ General iotors Corporation et al. v. 
Federal Trade Commission (CCA 2nd 1940) 

114 Fed. 2d. 33 at 37. 
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Reference was also made in the record, to a 
pending civil antitrust suit against General Motors 
Corporation charging monopolization in the manufacture 
and sale of buses, to another pending civil antitrust 
suit against General -Motors Corporation involving its 
acquisition of Euclid Road Machinery Company, a manu- 
facturer of off-the-road earth-moving equipment, and to 
a criminal indictment returned against General Motors 
Corporation, charging monopolization in the manufacture 


and sale of diesel locomotives. 


It would be inappropriate at this time to 
comment on the proceedings to date in these pending 
actions. However, it would be appropriate to comment 
on an extensive investigation and hearing by the Sub- 
committee On Antitrust And Monopoly of the Committee 
On The’ Judiciary, United States Senate, completed in 
1955 with respect to the manufacture and sale by 


General Motors Corporation of diesel locomotives. 


Prior to the hearings, the staff of the 
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Subcommittee investigated the diesel locomotive in- 
dustry. At the hearings, representatives of three 
diesel locomotive manufacturers who were in competi- 
tion with General Motors in this industry, testified 
and were questioned at length. At this hearing ifr. 
C. R. Osborn, Vice President of General Motors 
Corporation, testified with respect to the activi- 
ties of the Corporation's Electro-Motive Division 
which manufactured and sold diesel locomotives. He 
read a prepared statement which was placed in the 
record. A copy of this statement is attached. (Ex- 
hibit F.) After he concluded reading the statement, 
the following colloquy occurred between Mr. Osborn 
and the Chairman and Counsel for the Subcommittee: 

"Mr. Burns. All of the balance of this 

will be printed in the record. 

Senator O'Mahoney. We may have some 

difficulty in convincing the Committee 


on Printing to allow us to reproduce at 
all successfully these beautiful photo- 


graphs that you have here. 


- 39 - 


‘ft 


oad 


fe & ah mee 


ATITO FINANCING LEGISLATION A477 


"Mr. Osborn. Those beautiful photographs, 
while they are Alco and Baldwin and 
Fairbanks Morse, we make them look very 
beautiful in our shops. 


Senator O'Mahoney. I thought the engine 
was not visible. 


Mr. Osborn. We fixed up the outside, too. 
(Laughter.)" 


CONCLUSION 


The facts and circumstances reported above in this 
memorandum which relate to the antitrust litigation in 
which General Motors Corporation and General Motors Accept- 
ance Corporation were defendants, reveal that very complicat- 
ed technical legal issues were involved. In fact, when a 
newspaper "Chicago Tribune" reported with respect to the 
argument and ruling on the defendants! motion to dismiss at 
the close of the Government's case, in the criminal action ir 
South Bend in 1939, it headlined its article with the captio 
"PUZZLED JUDGE REFUSES TO END MOTORS TRIAL". The article 
quoted the following observation made by the judge when 
issuing his ruling: 


“Y must confess, gentlemen, at the end of 17 
years upon the Bench, at the end of 35 years 
engaged as a lawyer and as a judge, I find 
less certainty in the law today than at any 
time in that period." 
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Over the past few years there have been several 
decisions by the United States Supreme Court on antitrust 
matters and issues, with some judges dissenting, which 
have reversed the decisions of lower courts on the same 
antitrust matters and issues and have overruled prior 
precedents established in other cases. In the Cellophane 
case the Supreme Court, with an evenly divided court, af- 
firmed the single trial judge who had held that no anti- 
trust offense had been committed or proved. In this case, 
the affirmance was without opinion. In the DuPont case, 
the Supreme Court, by a divided bench, faQur to three, in 
a lengthy majority opinion and a lengthy dissent, re- 
versed the trial judge, agreeing, however, with the lower 
court that there had not been over a period of more than 
thirty years any restraint of trade or any conduct which 
could be characterized even as an attempt to monopolize. 
Tne sanctions of the antitrust laws were imposed because, 
in the opinion of the majority, factors involved indicated 
that, in the future, the relationship might be used by 
DuPont to restrain trade or engage in activities leading 


to monopoly. 


In view of this, it is not surprising that indl- 


viduals engaged in business activities who are not expert 
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in legal matters find themselves and the business concerns 
they may represent, involved in conduct that despite good 
intentions may turn out to be antitrustwise of question- 
able validity or even illegal. This should be acknowledged, 
just as it is recognized that there are certain acts and 
practices that are clear and obvious violations of the anti- 
trust laws, which should be known as such by persons en- 
gaged in business activities, particularly those who have 
legal advice and counsel available to them. 
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EXHIBIT A 


SUPPLEMENTAL STATEMENT BY GENERAL MOTORS CORPORATION—HEARING BEFORE 
THE ANTITRUST SUBCOMMITTEE OF THE COMMITTEE ON THE JUDICIARY UNITED 
STATES HOUSE OF REPRESENTATIVES ON H.R. 71—DaTeED JuLy 24, 1961 








IN THE 


Gnited States District Court 


FOR THE NORTHERN DISTRICT OF ILLINOIS 
EASTERN DIVISION 





UNITED STATES OF AMERICA, 
Plaintiff, 
v8. 
Civil 
GENERAL MOTORS CORPORATION, No. 2177 
GENERAL MOTORS ACCEPTANCE CORPORATION, 


and GENERAL MOTORS SALES CORPORATION. 
Defendants. 





FINAL JUDGMENT 


DATED July 28, 1952. 





Interstate Brief & Record Co., 642 Beaubien Se., Detroit 26, Michigan 
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IN THE 


Gnited States District Court 


FOR THE NORTHERN DISTRICT OF ILLINOIS 
EASTERN DIVISION 


UNITED STATES OF AMERICA, 
Plaintiff, 


vs. 
Civil 
GENERAL MOTORS CORPORATION, No. 2177 
GENERAL MOTORS ACCEPTANCE CORPORATION, 


and GENERAL MOTORS SALES CORPORATION. 
Defendants. 


FINAL JUDGMENT 


The plaintiff, United States of America, having filed its amended com- 
plaint herein on June 21, 1941, and the same having been amended pur- 
suant to stipulation filed and order entered April 15, 1942; the defendant, 
General Motors Sales Corporation, having been dismissed pursuant to 
stipulation on June 17, 1952; the defendants General Motors Corpora- 
tion and General Motors Acceptance Corporation having appeared and 
filed their consolidated answer to the amended complaint as amended and 
asserted the truth of their answer and their innocence of any violation of 
law; the plaintiff and defendant desiring to avoid the expenses of a trial 
of the issues and the loss of time occasioned thereby; no testimony having 
been taken, each of the defendants having, by their respective attornevs. 
consented to this judgment without any findings of fact upon the condi- 
tion that neither such consent nor this judgment shall be an admission 
Or adjudication that the defendants have violated any statute; and the 
United States of America by its counsel having consented to the entry 
of this judgment and to each and every provision thereof, it is hereby 
ORDERED, ADJUDGED AND DECREED: 


I. 


~. This Court has jurisdiction of the subject matter herein and all par- 
ties hereto and the complaint herein states a cause of action against the 
defendants General Motors Corporation and General Motors Acceptance 
Corporation, under the Act of Congress of July 2, 1890, c. 647, 26 stat. 
209, entitled “An Act to Protect Trade and Commerce Against Unlawful 
Restraints and Monopolies’, and acts amendatory thereof and supple- 
mental thereto. . 


General Motors Corporation and General Motors Acceptance Corpo- 
ration and their respective officers, directors, agents, employees, suc- 
cessors, subsidiaries, assigns and divisions be and they are hereby enjoined 
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from doing the acts hereby prohibited and ordered to do the acta hereby 
directed. 


Til. 


_ The following terms as used herein shall have the following mean- 

ings: 
Fe (a) “Person” shall mean a person, firm, corporation or associs 
ion. 


(b) “Dealer” shall mean a person who holds a franchise from. 
or approved by General Motors Corporation, that provides for the 
purchase at wholesale of new passenger automobiles made by General 
Motors Corporation, and who resells the automobiles at retail. 


(c) “Wholesale financing’ shall mean the advancing by a finance 
company, as hereinafter defined, of money or credit to or for the ac- 
count of a dealer to cover, in whole or in part, the cost of new pat 

- senger automobiles ordered by the dealer at wholesale. 


(d) “Retail financing” shall mean the purchase or other acquisi- 
tion of retail time sales paper from dealers by finance companies, as 
hereinafter defined. 


(e) “Finance charge” shall mean the difference between the 
retail cash delivered price of a passenger automobile and the pnee 
of that automobile when sold on an installment payment plan, ir 
cluding or not including (as the plan may provide) insurance for 
the retail purchaser. 


(f) “Finance company” shall mean a person engaged in whole 
sale financing or retail financing or both. 


(g) “Retail time sales paper’ shall mean any conditional sk 
contract, chattel mortgage, lease, note or other instrument given t 
evidence or secure the obligation to pay the whole or any part of the 
price of passenger automobiles sold by a dealer at retail. 


(h) “A finance company” or “any finance company” shall i 
clude defendant finance company. 


(i) “Institutional advertising’ shall mean advertising by th: 
pees her pa as distinguished from advertising by any subsidiatt 
or division. 


IV. 


(a) General Motors Corporation shall permit any finance compstt — 
or other person to pay for any automobile shipped or otherwise delivere 
by General Motors Corporation to any dealer upon written specific o | 
continuing authority of the dealer to the extent and under the circu= 
stances hereinafter set forth; 


(b) If General Motors Corporation assigns to General Motes 
Acceptance Corporation or to any other finance company any docume=: 
of title or lien in respect of such automobiles it shall not refuse up 
written request of any finance company to make available or assign to * 
similar documents of title or lien in respect of automobiles similar 
shipped or delivered to the dealer and paid for by the finance comps"! 
upon substantially similar terms and conditions; provided, however, t 
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the procedure in effect since January 1948 as amended providing for 
payment of wholesale shipments by finance companies engaged in the 
wholesale financing of such automobiles, a copy of which is attached hereto, 
or any other procedure approved by the Court after sixty (60) days’ notice 
to the Attorney General and an opportunity to be heard, designed to 
produce a substantially similar result shall be deemed to constitute com- 
pliance with this paragraph; 


(c) To the extent, if any, that General Motors Corporation fur- 
nishes General Motors Acceptance Corporation or eny other finance 
company space for maintaining an office in any manufacturing or assembly 
plant of General Motors Corporation, it shall not refuse upon substantially 
equivalent terms and conditions and upon written request of any other 
finance company that extends wholesale financing facilities pursuant to 
the procedure referred to in paragraph IV(b), supra, to dealers operating 
under franchises of General Motors Corporation, to furnish it space for 
maintaining an office in such plant; 


(d) If General Mctors Corporation adopts a practice, procedure, or 
plan of furnishing to General Motors Acceptance Corporation or any 
other finance company the identity of, or other information concerning, 
new or prospective dealers, it shall not knowingly refuse to furnish that 
information upon specific or continuing request to any other finance 
company whose territory includes the location of such dealers’ or pro- 
spective dealers’ place of business, provided that such continuing request 
shall be renewed in writing at the beginning of each calendar year and 
shall be lodged in the office of the zone manager having jurisdiction over 
the new or prospective dealer; and provided that General Motors shall 
not adopt any procedure, practice, or plan of furnishing to General Motors 
Acceptance Corporation or any other finance company any information 
concerning dealers for the purpose of enabling General Motors Acceptance 
Corporation or other finance company to obtain the dealer’s finance 
business; 


(e) General Motors Corporation shall not, for the purpose of in- 
fluencing a dealer to patronize General Motors Acceptance Corporation 
or any other finance company, adopt any practice, procedure, or plan for 
giving or making available or denying or threatening to deny any dealer 
any service or facility or for discriminating among its dealers in any 
other manner; 


(f) General Motors Corporation shall not enter into any contract 
or agreement with any dealer which provides that the dealer shall patron- 
ize only General Motors Acceptance Corporation or any other finance 
company selected by General Motors Corporation, or which requires the 
dealer to observe any General Motors Acceptance Corporation plan or 
rate of financing the purchase and sale of automobiles; 


(¢g) General Motors Corporation shall not cancel or terminate any. 
contract, franchise, or agreement with any dealer or threaten to do so 
because of failure of such dealer to patronize General Motors Acceptance 
Corporation or any other finance company ; : 


(h) The manufacturer shall not, except in each instance upon writ- 
ten request of the dealer or prospective dealer, arrange or agree with 
General Motors Acceptance Corporation that an agent of the manufacturer 
and an agent of the finance company shall together be present with any 
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dealer or prospective dealer for the purpose of influencing the dealer or 
prospective dealer to patronize General Motors Acceptance Corporation 
provided, however, that it shall not be a violation of this decree for the 
manufacturer to assist any dealer or prospective dealer, because of said 
dealer’s or prospective dealer’s financial situation or requirements, by 
joint conference with him and a representative of a particular finance 
company, to obtain special facilities or services (other than transactions 
involving the wholesale or retail financing of automobiles in the regular 
course of business) from the particular finance company and, in part 
consideration of such special facilities or services, for such dealer or 
prospective dealer to arrange to do business with such finance company 
on an exclusive basis for a reasonable period of time as may be 
between them ; 


(i) General Motors Corporation shall not, for the purpose of i: 
fluencing a dealer to patronize General Motors Acceptance Corporation 
or any other finance company or group of finance companies, use any 
information obtained from any dealer, his agent, representative, servant 
or employee, either directly by examination or inspection of his books or 
records or through financial, operating, or other statement or report or 
otherwise, nor shall it require for such purpose the disclosure of any 
such information. Nothing in this decree contained shall apply to th 
disclosure of any information at the dealer’s request and for the purpose 
of assisting the dealer to obtain wholesale or retail financing or special 
facilities or services from General Motors Acceptance Corporation or 
any other finance company. 


V. 


The manufacturer shall not recommend, endorse or advertise the 
General Motors Acceptance Corporation or any other finance company or 
companies to any dealer or to the public; provided, however, that nothing 
in this decree contained shall prevent the manufacturer in good faith: 


(a) From adopting from time to time a plan or plans of financing 
retail sales of new automobiles made by General Motors Corporation or 
from time to time withdrawing or modifying the same; 


(b) From recommending to its dealers the use of such plans; 


(c) From advertising to the public and recommending the use of 
such plans; 


(d) From including mention of any wholly owned finance compant 
in its institutional advertising; 


(e) From advertising General Motors Acceptance Corporation or 
any other finance company in connection with sales made by factory 
owned retail stores. 


VIL 
General Motors Acceptance Corporation: 


(a) Shall not represent in any manner to any dealer that Geners 
Motors Corporation requires him to patronize General Motors Acceptame 
Corporation; 


(b) Shall not represent to any dealer that his failure to use Genert 
Motors Acceptance Corporation will result in the cancellation or termins 
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tion by General Motors Corporation of his contract, franchise, or 
agreement; 


(c) Shall not represent to any dealer that his failure to use General 
wfators Acceptance Corporation will result in the loss of any advantage, 
service or facility furnished by General Motors Corporation or that 
General Motors Acceptance Corporation can obtain from General Motors 
Corporation any facility, service, or privilege which is not available to 
any otuer finance company; 


(d) Shall not enter into any contract, agreement or understanding 
with any dealer in connection with wholesale financing which requires 
the dealer to deal with General Motors Acceptance Corporation in respect 
of retail financing of automobiles; 


(e) Shall not, except in each instance upon written request of the 
dealer or prospective dealer, arrange cr agree with the manufacturer that 
an agent of the manufacturer and an agent of General Motors Acceptance 
Corporation shall together be present with any dealer or prospective 
dealer for the purpose of influencing the dealer or prospective desler to 
patronize General Motors Acceptance Corporation; provided, however, 
that it shall not be a violation of this decree for General Motors Accep- 
tance Corporation by joint conference with the dealer or prospective 
dealer and a representative of the manufacturer to agrree to furnish to 
such dealer or prospective dealer, because of his financial situation or 
requirements, special facilities or services (other than transactions in- 
volving the wholesale or retail financing of automobiles in the regular 
course of business) and in part consideration of such special facilities or 
services to arrange for the dealer or prospective dealer to do business 
with General Motors Acceptance Corporation on an exclusive basis for 
such reasonable period of time as may be agreed between them. 


VIL. 


Nothing in this judgment shall be construed as an adjudication of 
the legality of or affect any right or privilege which General Motors 
Acceptance Corporation may have to enter into, any contract with any 
dealer to whom General Motors Acceptance Corporation has made a lonn 
(other than transactions involving the wholesale or retail financing of 
automobiles in the regular course of business) which provides that the 
dealer will do business with General Motors Acceptance Corporation on an 
exclusive basis. 


VIL. 


The defendants shall not in combination or conspiracy do any act 
which this judgment forbids or omit any act which this judgment re- 
quires, 


IX. 


_ Except as otherwise expressly provided in this decree, nothing in 
this decree shall deprive the manufacturer of any right or rights it may 
have under existing law. 


X. 


General Motors Corporation shall mail a copy hereof to its dealers, 
regional, zone, city and district managers and field representatives in the 
continental United States and defendant finance company shall mail a 
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copy hereof to its regional, branch, district and territorial managers in the 
continental United States; and the manufacturer and the defendant f- 
nance company respectively shall before the effective date of this judg- 
ment file with this Court an affidavit or affidavits showing the manner 
in which they severally shall have complied with this provision hereof. 


XI. 


Jurisdiction of this cause is retained for the purpose of enabling any 
of the parties to this judgment to apply to this Court at any time for 
such further orders and directions as may be necessary or appropriate 
for the construction or carrying out of this judgment or for the modif- 
cation or termination of any of the provisions thereof or for the purpose 
of the enforcement of compliance therewith and the punishment of viola- 
tions thereof. 


XI. 


For the purpose of securing compliance with this judgment, and for 
no other purpose, any duly authorized representative or representatives 
of the Department of Justice shall, upon written request by the Attorney 
General or an Assistant Attorney General and on notice reasonable as to 
time and subject matter to the defendant made to its principal office, and 
subject to any legally recognized privilege be permitted: 

(a) Access during the office hours of said defendant to all books, 
ledgers, accounts, correspondence, memoranda, and other records and 
documents in the possession or under the control of said defendant related 
to any matters contained in this judgment; 


__ (b) Subject to the reasonable convenience of said defendant and 
without restraint or interference from it, to interview officers or et 
ployees of said defendant, who may have counsel present, regarding such 
matters, provided, however, that no information obtained by the means 
provided in this Section XII shall be divulged by the Department of 
Justice to any person other than a duly authorized representative of such 
Department, except in the course of legal proceedings in which the United 
States is a party, or as otherwise required by law. 


XIII. 


This decree shall go into effect one hundred and twenty (120) days 
after the date of entry hereof. 


WALTER J. LA BUY 
United States District Judge 
Dated: July 28, 1952 


We hereby consent to the entry of the foregoing final judgment. 


For Plaintiff: 
NEWELL A. CLAPP HOLMES BALDRIDGE 
Acting Assistant Attorney General Assistant Attorney Geners 
For Defendants: 


FERRIS E. HURD 
HENRY M. HOGAN 
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PROCEDURE FOR DEALING WITH FINANCE 
COMPANIES AND BANKS ENGAGED IN WHOLESALE 
FINANCING OF GENERAL MOTORS PRODUCTS 


The procedure outlined herein is for dealing with finance companies, 
other than General Motors Acceptance Corporation, and banks engaging 
in wholesale financing of new cars and trucks for General Motors dealers. 
It provides for direct dealing to the extent that title to the financed 
product will pass directly from the Division to the finance company or 
financing bank upon shipment. 


The required action on the part of the dealer, finance company or 
bank, and the Division in establishing arrangements for such transactions 
is set forth under the heading PRELIMINARY ARRANGEMENTS. The required 
method of handling such transactions, after arrangements have been con- 
pleted, is detailed under the heading SETTLEMENT PROCEDURE. 


In view of the several banking functions considered herein, banks 
will be referred to, for the most part, bv their functional names. A bank 
will function as an authorizing bank and collecting bank in all cases where 
the financing is by a finance company and in certain cases where the 
financing is bv another financing bank. A bank will function as a financing 
bank and collecting bank in those cases where the authorization of an 
additional bank is not required. 


_ Both finance companies and financing banks, where a common desig- 
nation is desirable, will be referred to as O.D.C.s, an abbreviation of tie 
name outside discount companies. 


Preliminary Arrangements 


Essential to all arrangements with O.D.C.s will be a dealer’s author- 
ization for financing and a commitment by the O.D.C. The O.D.C. wi! 
also be requested to enter into a repurchase option agreement with the 
Division, since such an agreement will be mutually advantageous to tt: 
O.D.C. and the Car Division in liquidating the O.D.C.’s interest in cars 
that may be repossessed and protecting the good-will of the public towars 
the Car Division and its dealers with respect to repossessed cars wh‘! 
may ultimately reach the public. The required forms are shown in Ex- 
hibits I and II as follows: 


I-A — Dealer’s Authorization for Financing 
(Finance Company) 


B — Dealer’s Authorization for Financing 
(Bank) 
IJ-A — Finance Company Commitment on Wholesale Shipmen‘s 


(Single Dealer) 


A-1 — Bank Authorization with Respect to Finance Company 
Commitment on Wholesale Shipments (Single Dealer) 


B — Finance Company Commitment on Wholesale Shipres’ 
(Multiple Dealer) 


B-1 — Bank Authorization with Respect to Finance Company 
Commitment on Wholesale Shipments (Multiple Dealer) 
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C — Bank Commitment on Wholesale Shipments (Single 
Dealer) 


C-1 — Local Bank Commitment on Wholesale Shipments Where 
Additional Bank Authorization is to be Obtained with Re- 
spect Thereto (Single Dealer) 


C-2 — Bank Authorization with Respect to Local Bank Commit- 
ment on Wholesale Shipments (Single Dealer) 


D — Bank Commitment on Wholesale Shipments (Multiple 
Dealer) 


D-1 — Local Bank Commitment on Wholesale Shipments Where 
Additional Bank Authorization is to be Obtained with Re- 
spect Thereto (Multiple Dealer) 


D-2 — Bank Authorization with Respect to Local Bank Commit- 
ment on Wholesale Shipments (Multiple Dealer) 


E — Finance Company Repurchase Option Agreement 
F — Bank Repurchase Option Agreement 


The dealer’s authorization authorizes the Division to transfer to the 
designated O.D.C. title to the financed product upon payment for the 
dealer’s account. 


The commitment by the O.D.C. authorizes the Division to draw a 
sight draft on the O.D.C. for the amount of the invoice (when the order 
specifies the use of such O.D.C.), the O.D.C. agreeing to pay such drafts 
upon presentation. 


Where the financing is by a finance company, the latter’s commitment 
(whether the plan selected be the single dealer plan or the multiple dealer 
plan) must be supported by the authorization of a bank designated by 
it with the concurrence of the Division and the Treasurer’s Office. 


Where the financing (under either of the alternative plans) is by a 
bank directly, the authorization of an additional bank will similarly be 
required in the discretion of the Division and the Treasurer’s Office, de- 
pending on the capitalization of the financing bank, the maximum number 
of cars which it may be reasonably estimated may be shipped to the dealer 
in any five (5) day period and other credit factors deemed appropriate 
for consideration in the circumstances in each case. 


Presentation of drafts in the case of finance companies and in the 
case of financing banks requiring the authorization of an additional bank 
will be at the authorizing bank. 


The dealer’s authorization continues in effect until written notice of 
suspension or revocation by the dealer or the O.D.C. is received by the 
Division’s zone office. The commitment by the O.D.C. and the bank 
authorization continue in effect until written notice of suspension or 
revocation by the O.D.C. or the collecting bank is received by the Divi- 
sion’s zone office. The dealer authorization, O.D.C. commitment and bank 
authorization remain effective, notwithstanding receipt of such notice of 
suspension or revocation, with respect to products delivered to the dealer, 
in transit, in the possession or custody of a carrier or assigned by the 
Division at the plant for delivery to a carrier, within twenty-four (24) 
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hours (excluding Saturdays, Sundays and holidays) after receipt by the 
zone Office of such notice. 


The repurchase option agreement provides that the O.D.C. will give 
the Division written notice of any repossession within ten (10) davs 
after repossession takes place. The Division must, in turn, give the O.D.C. 
notice of its decision with respect to repurchase within ten (10) days 
after receipt of the O.D.C.’s notice of repossession. The Division will 
repurchase any such motor vehicle whenever the Division deems the same 
practicable and desirable, although the Division may be required by the 
financing organization to repurchase if the Division fails to give the ten 
(10) day notice mentioned above. 


The repurchase arrangement between the O.D.C. and the Division 
will continue in effect unless and until terminated by the O.D.C. or by 
the Division upon ten (10) days’ written notice. 


Upon inquiry from an O.D.C. regarding the establishment of whole- 
sale financing arrangements, the Division will forward to the O.D.C. a 
printed letter form as shown in Exhibit III-A, together with a copy of 
the brochure shown in Exhibit III-D. Upon inquiry from a dealer, the 
Division will advise the dealer as per letter form shown in Exhibit III-B 
or III-C enclosing copy of the brochure shown in Exhibit IJI-D. 


Upon receipt of the dealer’s authorization and commitment from 
the O.D.C., the Division will forward to General Motors Treasurer’s Office, 
attention of Bank Analysis Section, the following information: 


O.D.C. name and location 
authorizing bank name and location 
dealer name and location 


estimated maximum invoiced amount of shipments: 
—any one (1) day 
—five (5) consecutive business days 


commitment limitation as to the amount of drafts to be drawn 
in any one (1) day 


The above information will be submitted in duplicate on the card 
form shown in Exhibit IV. While it is not necessary for an O.D.C. to 
enter into the repurchase option agreement in order to finance General 
Motors cars at wholesale under this procedure, the Division, when sub- 
mitting the above information, should also notify General Motors Treas- 
urer’s Office whether the O.D.C. has entered into the agreement, so that 
the Corporation’s obligations in that respect may be known. 


The Treasurer’s Office will either approve the financing bank or 
request the Division to inform the dealer or such bank, as circumstances 
may require, that the bank’s commitment is not acceptable without the 
authorization of an additional bank. 


Similarly, the Treasurer’s Office will either approve the bank named 
as authorizing bank by the finance company or financing bank or, in lieu 
of such approval, request the Division to advise the finance company or 
financing bank that such authorizing bank is not acceptable and suggest 
one or more acceptable banks designated by the Treasurer’s Office. In 
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such cases, care should be exercised to avoid communicating anything 
that might reflect unfavorably on any bank, beyond, of course, the mere 
fact of preference for the substituted bank or banks. 

The Treasurer’s Office will also supply the name of the General Motors 
depository bank to which proceeds of drafts should be remitted by the 
collecting bank. The original of the duplicate card form will be used by 
the Treasurer’s Office to transmit this information to the Division, the 
duplicate being retained by the Treasurer’s Office. 


Upon the return of the original of the duplicate card form bearing 
the Treasurer’s Office approval of the authorizing and/or financing bank, 
the Division will notify the dealer that orders specifying wholesale financ- 
ing through the .O.D.C. will be acceptable and forward to the O.D.C. 
one copy, duly executed, of the repurchase option agreement. 


Settlement Procedure 


Upon each shipment where the dealer specifies wholesale financing 
through an O.D.C., the Division will draw a multiple copy sight draft 
(see Exhibit V) and issue a bill of sale and invoice as follows: 

1. Sight Drafts 


a. If the O.D.C. is a finance company or a financing bank re- 
quiring an authorizing bank, the draft will be drawn on 
the O.D.C. and payable to the order of the collecting bank, 
copies to be used as follows: 

No’s 1, 2 and 8 to collecting bank— 
No. 1 to be retained by the collecting bank for its own 
record 
No. 2 to be forwarded by the collecting bank to the 
General Motors depository bank with remittance 


No. 8 to be stamped paid by the collecting bank and 
returned to the Division 


No. 4 to drawee (0.D.C.) 
No. 5 to Treasurer, General Motors Corporation 


b. If the O.D.C. is a bank not requiring an authorizing bank, 
the draft will be drawn on and payable to the order of the 
financing bank, which in this case will also be the collecting 
bank, copies to be used as follows: 

No’s 1, 2, 3 and 4 to collecting bank— 


No’s 1 and 4 to be retained by the collecting bank 
for its own record 


No. 2 to be forwarded by the collecting bank to the 
General Motors depositary bank with remittance 


No. 3 to be stamped paid by the collecting bank and 
returned to the Division 


No. 5 to Treasurer, General Motors Corporation 
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ec. Additional copies of drafts will be used in accordance with 
the individual requirements of each Division. 


d. The date on all such drafts will be the date of execution. 


2. Bill of Sale and Invoice 


The bill of sale will be made in favor of the O.D.C., as grantee. 
The invoice will reflect the sale to the O.D.C., as grantee. One 
copy of each will be forwarded with the sight draft to the collect- 
ing bank. One copy of the invoice will be forwarded direct to 
the dealer. Additional copies of the invoice will be used in a 
cordance with the individual requirements of each Division 
Both the bill of sale and invoice will be dated as of date of exect- 
tion and show separately the date of shipment. 


On shipments to states which require a manufacturer’s certificate af 
origin, the certificate of origin will be forwarded with the sight draft to 
the collecting bank. 


On rail shipments, a straight bill of lading will be forwarded direct 
to the dealer. 


Upon receipt of copy of the sight draft stamped paid by the collect- 
ing bank, the Division will debit Central Office with the amount of the 
payment, 


Follow-up by the Divisions in the case of non advice of payment from 
or delinquent payment on the part of, the collecting bank must neces 
sarily be prompt in view of the fact that the product will be in the 
dealer’s possession. 


When it becomes desirable for a finance company in isolated cas 
to arrange for delivery of cars at the Division’s zone office, warehotx. 
factory or assembly plant, without resorting to the regular draft paymezt 
procedure through the authorizing bank, payment may be effected by tre 
finance company by means of a certified check or bank cashier’s check 
and the finance company making such payment will receive, on the bass 
of the Dealer’s Authorization For Financing, a bill of sale, invoice acd 
if required, a certificate of origin. Payment may be effected by a bank 2 
such cases by means of a bank draft and the bank will likewise recee 
a bill of sale, invoice and, if required, a certificate of origin. No sig= 
draft will be drawn in such transactions. 


It should be noted that in the case of deliveries to dealers at the mz 
office, warehouse, factory or assembly plant, the responsibility for p> 
tecting the O.D.C.’s interest in connection with advances to the des#’ 
rests entirely with the O.D.C. without any liability to the Division. 


Discontinuance of a wholesale financing arrangement may. Wt:* 
necessary, be effected by the Division without notice to the O.D.C. I: 
such instances the dealer should be notified that orders specifying th 
use of the O.D.C. will not be acceptable. 
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Exhibit I-A 


DEALER’S AUTHORIZATION FOR FINANCING 
(Finance Company) 


pes ies het hoe eee tate Dat a .. Division 
General Motors Corporation 
(Address) 


Gentlemen: 


We have arranged with (name), herein called the “Finance Com- 
pany,” of (address), to pay you in full for all new motor vehicles and 
chassis hereafter shipped or delivered to us in fulfiilment of orders placed 
with you by us either at the factory or one of your zone offices where such 
orders specify wholesale financing through such finance company. 


Accordingly, we hereby authorize you to transfer to Finance Company 
your title in and to such motor vehicles and chassis upon full payment 
therefor by the Finance Company for our account. 


This authorization shall continue in full force and effect until written 
notice of suspension or revocation hereof by us or the above-named Fin- 
ance Company is received by (zone office), provided, nevertheless, that 
this authorization shall remain effective, notwithstanding receipt of such 
notice of suspension or revocation, with respect to all such motor vehicles 
and chassis delivered to us, in transit, in the possession or custody of a 
carrier or assigned by you at your plant for delivery to a carrier, within 
twenty-four (24) hours (excluding Saturdays, Sundays and holidays) 
after receipt by (zone office) of such notice. 


The Finance Company will confirm this arrangement and complete the 
necessary details in regard thereto. 


We understand that this arrangement shall in no way relieve us of 
our primary obligation under the terms of our Selling Agreement with you 
to pay for all cars delivered to us or for our account, in the event payment 
is not made for our account as provided for by this arrangement. 


Very truly yours 


(Dealer Firm Name) 


| 2 Seneca era es Pe ere PE ROE Se ene TOI ws 
(Title of Officer) 
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Exhibit I-B 


DEALER’S Sea FOR FINANCING 
(Ba 


General Motors Corporation 
( Address) 


Gentlemen: 


We have arranged with (name), herein called “Bank,” of (address), 
to pay you in full for all new motor vehicles and chassis hereafter shipped 
or delivered to us in fulfillment of orders placed with you by us either a 
the factory or one of your zone offices where such orders specify wholesale 
financing through such bank. 


Accordingly, we hereby authorize you to transfer to the Bank your 
title in and to such motor vehicles and chassis upon full payment therefor 
by the Bank for our account. 


This authorization shall continue in full force and effect until written 
notice of suspension or revocation hereof by us or the above-named Bank 
is received by (zone office), provided, nevertheless, that this authoriza- 
tion shall remain effective, notwithstanding receipt of such notice of 
suspension or revocation, with respect to all such motor vehicles and 
chassis delivered to us, in transit, in the session or custody of 8 
carrier or assigned by you at your plant for delivery to a carrier, withm 
twenty-four (24) hours (excluding Saturdays, Sundays and _ holidays) 
after receipt by (zone office) of such notice. 


The Bank will confirm this arrangement and complete the necessary 
details in regard thereto. 


We understand that this arrangement shall in no way relieve us of our 
primary obligation under the terms of our Selling Agreement with you to 
pay for all cars delivered to us or for our account, in the event payment 
is not made for our account as provided for by this arrangement. 


Very truly yours 
~~ (Dealer F Firm Name) 
| 55 | ine ea en ee nee et 
(Title of Officer) 
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Exhibit II-A 


FINANCE COMPANY COMMITMENT ON WHOLESALE 
SHIPMENTS (SINGLE DEALER) 


(Letterhead of Finance Company Showing Name and Address) 


Sect een ee Ma itera ate ee Bate Division 
General Motors Corporation 
(Address) 
WRG Cal GP ht 0) Gente A ERE PO AAOER ede eee Ree ee pee 
Firm Name City State 
Gentlemen: 


We have made arrangements whereby the above-named dealer may 
finance through us his purchase of new motor vehicles and chassis from 
you. Confirming the above dealer’s letter of authorization to you in con- 
nection therewith, we hereby agree to pay in full to you the invoice 
amount of all new motor vehicles and chassis hereafter shipped or de- 
livered to the above dealer in fulfillment of orders placed by such dealer 
with you either at the factory or one of your zone offices where such 
orders specify wholesale financing through us. 


In furtherance of this commitment we hereby authorize you to draw 
a sight draft on us payable at the (finance company’s bank) in (city, 
state) for the amount of each invoice covering such motor vehicles and 
chassis in a total sum, however, not exceeding $.......2............... in any one 
day, any portion of such total sum available, but unused during any one 
day, to become automatically cancelled at the end of such day; and we 
hereby agree to pay each of such sight drafts promptly upon presenta- 
tion thereof at the above-named bank accompanied by the invoice and bill 
of sale transferring to us your title in and to such motor vehicles and 
chassis and by certificate of origin if required by the dealer’s state. 


For your further assurance in connection with the foregoing, we have 
caused the above-named bank to execute and forward to you authoriza- 
tion authorizing you to draw sight drafts on us accordingly which will be 
honored by said bank. 


This commitment and authorization shall continue in full force and 
effect until written notice of suspension or revocation hereof by us or the 
above-named bank is received by (zone office), provided, nevertheless, 
that this commitment and authorization shall remain effective, notwith- 
standing receipt of such notice of suspension or revocation, with respect 
to all such motor vehicles and chassis delivered to the above-named dealer, 
in transit, in the possession or custody of a carrier or assigned by you at 
your plant for delivery to a carrier, within twenty-four (24) hours 
(excluding Saturdays, Sundays and holidays) after receipt by (zone 
office) of such notice. 


We expressly understand that you reserve the right to suspend or 
discontinue shipments on this basis at any time at your sole discretion 
and without notice. 


NAME OF FINANCE COMPANY 


TY se ht ea a st ni é 
Title of Officer 
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Exhibit I-A-1 


BANK AUTHORIZATION WITH RESPECT TO FINANCE COMPANY 
COMMITMENT ON WHOLESALE SHIPMENTS (SINGLE DEALER) 


(Letterhead of Bank Showing Name and Address) 


Ssieetiies colette ete Division 
General Motors Corporation 
(Address) 
Re* Dealer sions cea iat el OP a tet 
Firm Name City State 
Finance Company .................-..-.------ Oats ee Se sre cess ee 
Name City State 
Gentlemen: 


This has reference to the above dealer’s letter of authorization to 
you and the above finance company’s commitment on wholesale shipments 
to you with respect to new motor vehicles and chassis hereafter shipped 
or delivered to said dealer in fulfillment of orders placed by such dealer 
with you either at the factory or one of your zone offices where such 
orders specify wholesale financing through (name of finance company). 


In furtherance thereof we hereby authorize you to draw a sight draft 
on (name of finance company) payable at this bank in (city, state) for 
the amount of each invoice covering such motor vehicles and chassis 
shipped or delivered to said dealer in a total sum, however, not exceeding 
: aor CTE in any one day, any portion of such total sum available, 
but unused during any one day, to become automatically cancelled at the 
end of such day; and we hereby agree to pay each of such sight drafts 
promptly upon presentation thereof at this bank accompanied by the 
invoice and bill of sale transferring to (name of finance company) your 
title in and to such motor vehicles and chassis and by certificate of origin 
if required by the dealer’s state. 


This authorization shall continue in full force and effect until writtes 
notice of suspension or revocation hereof by us or the above-named finance 
company is received by (zone office), provided, nevertheless, that th:s 
authorization shall remain effective, notwithstanding receipt of such 
notice of suspension or revocation, with respect to all such motor vehicles 
and chassis delivered to the above-named dealer, in transit, in the 
possession or custody of a carrier or assigned by you at your plant for 
delivery to a carrier, within twenty-four (24) hours (excluding Saturda;3, 
Sundays and holiday s) after receipt by (zone office) of such notice. 


We expressly understand that you reserve the right to suspend or 
discontinue shipments on this basis at any time at your sole discretion 
and without notice. 


NAME OF BANK 


| ©) one ere oe ee crew eeewn en « ooo 0 e cee eee eee 


Title of Officer 
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Exhibit II-B 


FINANCE COMPANY COMMITMENT ON WHOLESALE 
SHIPMENTS (MULTIPLE DEALER) 


(Letterhead of Finance Company Showing Name and Address) 


AT eee ee ee Ie eT Division 
General Motors Corporation 
(Address) 


Gentlemen: 


We have made arrangements whereby the dealers whose names 
appear in Exhibit A hereto attached and made a party hereof may finance 
through us their purchases of new motor vehicles and chassis from you. 
Confirming the letters of authorization delivered to you by the above 
dealers in connection therewith, we hereby agree to pay in full to you 
the invoice amount of all new motor vehicles and chassis hereafter shipped 
or delivered to such dealers, or any of them, in fulfillment of orders placed 
by such dealers with you either at the factory or one of your zone offices 
where such orders specify wholesale financing through us. 


In furtherance of this commitment we hereby authorize you to draw 
sight drafts on us payable at the (finance company’s bank) in (city, state) 
for the amount of each invoice covering such motor vehicles and chassis 
shipped to such dealers or any of them in a total sum, however, not ex- 
ceeding $............--...----------- in any one day, any portion ‘of such total sum 
available but unused during any one day, to become automatically cancelled 
at the end of such day; and we hereby agree to pay each of such sight 
drafts promptly upon presentation thereof at the above named bank 
accompanied by the invoice and bill of sale transferring to us your title 
in and to such motor vehicles and chassis and by certificate of origin if 
required by the state of any of such dealers. 


For your further assurance in connection with the foregoing, we 
have caused the above named bank to execute and forward to you authori- 
zation authorizing you to draw sight drafts on us accordingly which 
will be honored by said bank. 


This commitment and authorization shall continue in full force and 
effect until written notice of suspension or revocation hereof in whole or 
in part by us or the above named bank is received by (zone office), pro- 
vided, nevertheless, that this commitment and authorization shall remain 
effective notwithstanding receipt of such notice of suspension or revoca- 
tion with respect to all such motor vehicles and chassis delivered to the 
above named dealers, or any of them, in transit, in the possession or 
custody of a carrier or assigned by you at your plant for delivery to a 
carrier, within twenty-four (24) hours (excluding Saturdays, Sundays 
and holidays) after receipt by (zone office) of such notice. 


We expressly understand that you reserve the right to discontinue 
shipments on this basis at any time at your sole discretion and without 


notice. 
NAME OF FINANCE COMPANY 


| ©) cra COS CS Pee Ae te ooo rE: RR eneEe aOR 
Title of Officer 
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Exhibit II-B-1 


BANK AUTHORIZATION WITH RESPECT TO FINANCE COMPANY 
COMMITMENT ON WHOLESALE SHIPMENTS 
(MULTIPLE DEALER) 


(Letterhead of Bank Showing Name and Address) 


Sosa) Dit ictal Stee LV IBION 

General Motors Corporation 

(Address) 

Re: Finance Company ..........:.........-.-- Pe 0) (tee eRe Benen SR eRe AMR ee 
Name City State 

Gentlemen : 


This has reference to the letters of authorization delivered to you by 
the dealers whose names appear in Exhibit A hereto attached and made 8 
part hereof and in respect of the above finance company’s commitment 
on wholesale shipments to you with respect to new motor vehicles and 
chassis hereafter shipped or delivered to said dealers, or any of them, in 
fulfillment of orders placed by such dealers or any of them with you 
either at the factory or one of your zone offices where such orders specify 
wholesale financing through (name of finance company). 


In furtherance thereof we hereby authorize you to draw a sight draft 
on (name of finance company) payable at this bank in (city, state) for the 
amount of each invoice covering such motor vehicles and chassis shipped 
or delivered to said dealers or any of them in a total sum, however, not 
exceeding $.....................-.. Im any one day, any portion of such total sum 
available but unused anes any one day, to become automatically car- 
celled at the end of any such day; and we hereby agree to pay each of 
such sig ht drafts promptly on presentation thereof at this bank accor 

panied by the invoice and bill of sale transferring to (name of finance 

cempany) your title in and to such motor vehicles and chassis and by 
ee of origin if required by the state of the said dealers or any of 
them. 


This authorization shall continue in full force and effect until written 
notice of suspension or revocation hereof in whole or in part by us or te 
above named finance company is received by (zone office), provided, never- 
theless, that this authorization shall remain effective, notwithstanding 
receipt of such notice of suspension or revocation, with respect to all such: 
motor vehicles and chassis delivered to the said dealers hereinabove re 
ferred to, or any of them, in transit, in the possession or custody of 3 
carrier or assigned by you at your plant for delivery to a carrier, within 
twenty-four (24) hours (excluding Saturdays, Sundays and holidays) 
after receipt by (zone office) of such notice. 


We expressly understand that you reserve the right to suspend or dis- 
continue shipments on this basis at any time at your sole discretion and 
without notice. 


NAME OF BANK 


NY cel ds Nn nt 
Title of Officer 
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Exhibit II-C 


BANK COMMITMENT ON WHOLESALE SHIPMENTS 
(SINGLE DEALER) 


(Letterhead of Bank Showing Name and Address) 


ieee tN eet oe ee ee ae Division 


Genera] Motors Corporation 
(Address) 


Oe CA Oo ch Se ceo one as ee 
City State 
Gentlemen: 


We have made arrangements whereby the above-named dealer may 
pay through us his purchase of new motor vehicles and chassis from you. 
Confirming the above dealer’s letter of authorization to you in connection 
therewith, we hereby agree to pay in full to you the invoice amount of all 
new motor vehicles and chassis hereafter shipped or delivered to the above 
dealer in fulfillment of orders placed by such dealer with you either at the 
factory or one of your zone offices where such orders specify payment 
through us. 


In furtherance of this commitment we hereby authorize you to draw 
a sight draft on us for the amount of each invoice covering such motor 
vehicles and chassis in a total sum, however, not exceeding $....................... 
in any one day, any portion of such total sum available, but unused during 
any one day, to become automatically cancelled at the end of such day; 
and we hereby agree to pay each of such sight drafts promptly upon 
presentation thereof at this bank accompanied by the invoice and bill of 
sale transferring to us your title in and to such motor vehicles and chassis 
and by certificate of origin if required by the dealer’s state. 


This commitment and authorization shall continue in full force and 
effect until written notice of suspension or revocation hereof by us is 
received by (zone office), provided, nevertheless, that this commitment 
and authorization shall remain effective, notwithstanding receipt of such 
notice of suspension or revocation, with respect to all such motor vehicles 
and chassis delivered to the above-named dealer, in transit, in the posses- 
sion or custody of a carrier or assigned by you at your plant for delivery 
to a carrier, within twenty-four (24) hours (excluding Saturdays, Sundays 
and holidays) after receipt by (zone office) of such notice. 


We expressly understand that you reserve the right to suspend or 
d:acontinue shipments on this basis at any time at your sole discretion 
and without notice. 


NAME OF BANK 


| 5 5 fe ae Oe EERE ees oe vee eee 
Title of Officer 
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Exhibit [-C-1 


LOCAL BANK COMMITMENT ON WHOLESALE SHIPMENTS 
WHERE ADDITIONAL BANK AUTHORIZATION IS TO BE 
OBTAINED WITH RESPECT THERETO (SINGLE DEALER) 


(Letterhead of Bank Showing Name and Address) 





tea Ste oe ce Soe ace INVISION 

General Motors Corporation 

(Address) 

IG} DCR OP iota ee ee SORE )} (POC TO Ree ENR IE RAE 
Firm Name City State 

Gentlemen: 


We have made arrangements whereby the above-named dealer may 
pay through us his purchase of new motor vehicles and chassis from you. 
Confirming the above dealer’s letter of authorization to you in connection 
therewith, we hereby assure payment in full to you of the invoice amount 
of all new motor vehicles and chassis hereafter shipped or delivered to 
the above dealer in fulfillment of orders placed by such dealer with you 
either at the factory or one of your zone offices where such orders specify 
payment through us. 


In furtherance of this commitment we hereby authorize you to draw 
a sight draft on usS payable at... ee. a nee eneeeeeneeeeee eee 
for the amount of each invoice covering such motor vehicles and chassis 
in a total sum, however, not exceeding $.._.................. In any one day, any 
portion of such total sum available, but unused during any one day, to 
become automatically cancelled at the end of such day; and we hereby 
assure payment of each of such sight drafts promptly upon presentation 
CHOTOCO! Ob: screed ecobites bead cet accompanied by the invoice and 
bill of sale transferring to us your title in and to such motor vehicle 
and chassis and by certificate of origin if required by the dealer’s state 


This commitment and authorization shall continue in full force and 
effect until written notice of suspension or revocation hereof by us is 
received by (zone office), provided, nevertheless, that this commitmest 
and authorization shall remain effective, notwithstanding receipt of such 
notice of suspension or revocation, with respect to all such motor vehic!es 
and chassis delivered to the above-named dealer, in transit, in the posse- 
sion or custody of a carrier or assigned by you at your plant for delivery 
to a carrier, within twenty-four (24) hours (excluding Saturdars. 
Sundays and holidays) after receipt by (zone office) of such notice. 


We expressly understand that you reserve the right to suspend o 
discontinue shipments on this basis at any time at your sole discretion 
and without notice. 


NAME OF BANK 


YS oa Se a ettned oN ees 
Title of Officer 
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Exhibit II-C-2 


BANK AUTHORIZATION WITH RESPECT TO LOCAL BANK 
COMMITMENT ON WHOLESALE SHIPMENTS (SINGLE DEALER) 


(Letterhead of Bank Showing Name and Address) 


Gite Aha cee eta a eale gece ae eke Division 
General Motors Corporation 
(Address) 
RG S: Dealer ccc ae ae he OE dates Be tees etal 5 coda eee 
Firm Name City State 
Local’ Bank i220 3s oo ed ee OE ice recs segs ecole 
Name City State 
Gentlemen: 


This has reference to the above dealer’s letter of authorization to 
you and the above local bank’s commitment on wholesale shipments to you 
with respect to new motor vehicles and chassis hereafter shipped or de- 
livered to said dealer in fulfillment of orders placed by such dealer with 
you either at the factory or one of your zone offices where such orders 
specify wholesale financing through (name of local bank). 


In furtherance thereof we hereby authorize you to draw a sight draft 
on (name of local bank) pavable at this bank in (city, state) for the 
amount of each invoice covering such motor vehicles and chassis shipped 
or delivered to said dealer in a total sum, however, not exceeding 
$ ............ in any one day, any portion of such total sum available, but 
unused during any one day, to become automatically cancelled at the 
end of such day; and we hereby agrce to pay each of such sight drafts 
promptly upon presentation thereof at this bank accompanied by the in- 
voice and bill of sale transferring to (name of local bank) your title in 
and to such motor vehicles and chassis and by certificate of origin if re- 
quired by the dealer’s state. 


This authorization shall continue in full force and effect until written 
notice of suspension or revocation hereof by us or the above-named local 
bank is received by (zone office), provided, nevertheless, that this author- 
ization shall remain effective, notwithstanding receipt of such notice of 
suspension or revocation, with respect to all such motor vehicles and 
chassis delivered to the above-named dealer, in transit, in the possession 
or custody of a carrier or assigned by you at your plant for delivery 
to a carrier, within twenty-four (24) hours (excluding Saturdays, Sun- 
days and holidays) after receipt by (zone office) of such notice. 


_ We expressly understand that you reserve the right to suspend or 
discontinue shipments on this basis at any time at your sole discretion 
and without notice. 


NAME OF BANK 


Title of Officer 
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Exhibit II-D 


BANK COMMITMENT ON WHOLESALE SHIPMENTS 
(MULTIPLE DEALER) 


(Letterhead of Bank Showing Name and Address) 


Ero an OR ON ee ae Sem t Te reael eee Division 
General Motors Corporation 
(Address) 


Gentlemen: 


We have made arrangements whereby the dealers whose names appear 
in Exhibit A hereto attached and made a part hereof may finance through 
us their purchases of new motor vehicles and chassis from you. Confirm 
ing the letters of authorization delivered to you by the above dealers in 
connection therewith, we hereby agree to pay in full to you the invoice 
amount of all new motor vehicles and chassis hereafter shipped or deliv- 
ered to such dealers, or any of them, in fulfillment of orders placed by such 
dealers with you either at the factory or one of your zone offices where 
such orders specify wholesale financing through us. 


In furtherance of this commitment we hereby authorize you to dra¥ 
sight drafts on us for the amount of each invoice covering such motor 
vehicles and chassis shipped to such dealers or any of them in a total sum, 
however, not exceeding $...................- ... in any one day, any portion of such 
total sum available, but unused during any one day, to automat- 
ically cancelled at the end of such day; and we hereby agree to pay each 
of such sight drafts promptly upon presentation thereof at the above 
named bank accompanied by the invoice and bill of sale transferring to w 
your title in and to such motor vehicles and chassis and by certificate of 
origin if required by the state of any of such dealers. 


This commitment and authorization shall continue in full force and 
effect until written notice of suspension or revocation hereof by us is re 
ceived by (zone office), provided, nevertheless, that this commitment an 
authorization shall remain effective notwithstanding receipt of such notice 
of suspension or revocation with respect to all such motor vehicles and 
chassis delivered to the above named dealers, or any of them, in transit 
in the possession or custody of a carrier or assigned by you at your plant 
for delivery to a carrier, within twenty-four (24) hours (excluding Satur- 
days, Sundays and holidays) after receipt by (zone office) of such notice 


We expressly understand that you reserve the right to discontinue 
shipments on this basis at any time at your sole discretion and without 


notice. 
NAME OF BANK 


| 3 5 nee Rte cS pe ee 
Title of Officer 
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Exhibit II-D-1 


LOCAL BANK COMMITMENT ON WHOLESALE SHIPMENTS 
WHERE ADDITIONAL BANK AUTHORIZATION IS TO BE 
OBTAINED WITH RESPECT THERETO (MULTIPLE DEALER) 


(Letterhead of Bank Showing Name and Address) 


papa to oe eee io Ns DIVISION 
General Motors Corporation 

(Address) 

Gentlemen: 


We have made arrangements whereby the dealers whose names ap. 
pear in Exhibit A hereto attached and made a part hereof may pay 
through us their purchases of new motor vehicles and chassis from you. 
Confirming the letters of authorization delivered to you by the above 
dealers in connection therewith, we hereby agree to pay in full to you the 
invoice amount of all new motor vehicles and chassis hereafter shipped 
or delivered to such dealers, or any of them, in fulfillment of orders placed 
by such dealers with you either at the factory or one of your zone offices 
where such orders specify wholesale financing through us. 


__ In furtherance of this commitment we hereby authorized you to draw 
sight drafts on us payable at the (bank) in (city, state) for the amount of 
each invoice covering such motor vehicles and chassis shipped to such 
dealers or any of them in a total sum, however, not exceeding $.................. 
in any one day, any portion of such total] sum available, but unused during 
any one day, to become automatically cancelled at the end of such day; 
and we hereby agree to pay each of such sight drafts promptly upon 
presentation thereof at the above named bank accompanied by the invoice 
and bill of sale transferring to us your title in and to such motor vehicles 
ars ae and by certificate of origin if required by the state of any of 
su ers. 


This commitment and authorization shall continue in full force and 
effect until] written notice of suspension or revocation hereof by us or the 
above named bank is received by (zone office) provided, nevertheless, that 
this commitment and authorization shall remain effective notwithstand- 
ing receipt of such notice of suspension or revocation with respect to all 
such motor vehicles and chassis delivered to the above named dealers, or 
any of them, in transit, in the possession or custody of a carrier or as- 
signed by you at your plant for delivery to a carrier, within twenty-four 
(24) hours (excluding Saturdays, Sundays and holidays) after receipt by 
(zone office) of such notice. 


_ We expressly understand that you reserve the right to discontinue 
eupineats on this basis at any time at your sole discretion and without 
notice, 

NAME OF BANK 
Bice ho ek el 
Title of Officer 


24 


706 AUTO FINANCING LEGISLATION 


Exhibit II-D-2 


BANK AUTHORIZATION WITH RESPECT TO LOCAL BANK 
COMMITMENT ON WHOLESALE SHIPMENTS 
(MULTIPLE DEALER) 


(Letterhead of Bank Showing Name and Address) 


seecceecececeee--- DIVISION 
General Motors ‘Corporation 
(Address) 
Re: Local Bank ._._..... 0-0... OF aioe ict eet eens 
Name City State 
Gentlemen: 


This has reference to the letters of authorization delivered to you by 
the dealers whose names appear in Exhibit A hereto attached and made 
a part hereof and in respect of the above local bank’s commitment on 
wholesale shipments to you with respect to new motor vehicles and chassis 
hereafter shipped or delivered to said dealers, or any of them, in fulfill- 
ment of orders placed by such dealers or any of them with you either at 
the factory or one of your zone offices where such orders specify wholesale 
financing through (name of local bank). 


In furtherance thereof we hereby authorize you to draw a sight draft 
on (name of local bank) payable at this bank in (city, state) for the 
amount of each invoice covering such motor vehicles and chassis shipped 
or delivered to said dealers or any of them in a total sum, however, not 
exceeding $.................... in any one day, any portion of such total sum avail- 
able, but unused during any one day, to become automatically cancelled 
at the end of any such day; and we hereby agree to pay each of such sight 
drafts promptly on presentation thereof at this bank accompanied by the 
invoice and bill of sale transferring to (name of local bank) your title in 
and to such motor vehicles and chassis and by certificate of origin if re- 
quired by the state of the said dealers or any of them. 


This authorization shall continue in full force and effect until written 
notice of suspension or revocation hereof by us or the above named local 
bank is received by (zone office), provided, nevertheless, that this author- 
ization shall remain effective, notwithstanding receipt of such notice of 
suspension or revocation, with respect to all such motor vehicles and 
chassis delivered to the said dealers hereinabove referred to, or any of 
them, in transit, in the possession or custody of a carrier or assigned by 
you at your plant for delivery to a carrier, within twenty-four (24) hours 
(excluding Saturdays, Sundays and holidays) after receipt by (zone 
office) of such notice. 


We expressly understand that you reserve the right to suspend or 
discontinue shipments on this basis at any time at your sole discretion. 
and without notice. 


NAME OF BANK 


5) Sa ee Tel ae ee ee 
Title of Officer 
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Exhibit II-E 
FINANCE COMPANY REPURCHASE OPTION AGREEMENT 
AGREEMENT made this ~.............. Gay Of 233 , 195...., by and 
WCE W CON oe ., hereinafter called “Finance 
Company,” and ..................-....----s0...---------------.--. Division, General Motors 


Corporation, hereinafter called “( * ),” 


WITNESSETH : 


WHEREAS, Finance Company is regularly engaged in financing at 
wholesale the shipment of ( * ) motor vehicles by ( * ) to certain 
authorized ( * ) dealers; and 


WHEREAS, Finance Company is aware of the danger to the good-will 
of ( * ) and ( *_ ) dealers that may arise in the event that motor 
vehicles so financed are repossessed and sold to or through others than 
authorized ( * ) dealers and desires to protect the good-will in the 
foregoing regard of those ( * ) dealers specifically with whom it has 
arrangements for financing such motor vehicles at wholesale; and 


WHEREAS, Finance Company further desires, so far as may be prac- 
ticable and desirable in the opinion of ( * ), to make regular arrange- 
ments with ( * ) for the repurchase of motor vehicles so financed and 
repossessed for any reason in order that Finance Company may thereby 
conveniently protect and liquidate its interests in such motor vehicles; and 


WHEREAS, ( * ) desires to enter into such arrangements with 
Finance Company; 


NOW, THEREFORE, in consideration of the premises and of other good 
and valuable considerations exchanged between the parties, receipt where- 
of by each of them is hereby acknowledged, it is agreed as follows: 


1. Finance Company hereby gives to ( * ) the option to repur- 
chase from it every undamaged ( * ) motor vehicle of current model 
and body type, either new or which may be classifiable as new by ( * ), 
which may be repossessed by Finance Company in the course of its regular 
business of financing the same at wholesale for authorized ( * ) dis- 
tributors and dealers, the price to be paid by ( * ) for each such motor 
vehicle to be the net cost thereof, including transportation charges, to the 
particular distributor or dealer originally purchasing the same from 
( *  ) as evidenced by the factory invoice covering such motor vehicle. 


2. Accordingly, Finance Company shall give ( * ) written notice 
of repossession of each such motor vehicle and offer the same to ( * 
for repurchase as aforesaid within ten (10) days after repossession. 
( * ) shall thereafter repurchase any such motor vehicle, which is 
new or classifiable as new, in any case where ( * ) deems the same 
practicable and desirable, provided, however, that in all cases ( * ):° 
shall give Finance Company notice of its decision with respect to repur- 
chase within ten (10) days after receipt from Finance Company of notice 
of repossession. 


In the event of ( *  )’s failure to give notice of its decision with 
respect to repurchase as thus required, ( * ) shall repurchase from 
Finance Company any such repossessed motor vehicle, which is new or 
classifiable as new, on the basis set forth in paragraph 1 above upon the 
written request of Finance Company delivered to ( * ) within thirty 
(30) days after repossession, but ( *  ) shall have no other or further 
liability to Finance Company. 
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Exhibit II-E 
(cont'd) 


3. This Agreement shall continue in force unless and until ter- 
eer by either party upon ten (10) days’ written notice delivered to 
e other. 


IN WITNESS WHEREOF, the parties hereto have executed this Agree- 
ment the day and year first above written. 


PPPS SOP SSS OP SS SOTO SSCS OO 20 09 2S OSS8SS2SS-2 6.2 SSEe re 


(Name of Finance Company) 


a a ee a gi ee 
(Name and Title of Officer) 
WITNESS: 
Ee ere ee eee ____............ DIVISION 
General Motors Corporation 
WITNESS: 


OO 08 OOO 8 OSS 68S OS OF O28 OOOO OS OOO 08 62 COS C6 OO 5S FES 0822S 5808S 2028 


(*) Insert name of line of cars. 
(This form to be submitted in triplicate) 
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Exhibit II-F 
BANK REPURCHASE OPTION AGREEMENT 


AGREEMENT made this -_............. GAY Ol Sar ee , 195...., by 
SIV UW CONN ae at , hereinafter called “Bank” 
BN aoc re a nee ces ee eee cea coe _.. Division, General Motors 


Corporation, hereinafter called “( * ),” 


WITNESSETH: 


WHEREAS, Bank is regularly engaged in financing at wholesale the 
shipment of ( * ) motor vehicles by ( * ) to certain authorized 
( * ) dealers; and 


WHEREAS, Bank is aware of the danger to the good-will of ( * ) 
and ( *  ) dealers that may arise in the event that motor vehicles so 
financed are repossessed and sold to or through others than authorized 
( *  ) dealers and desires to protect the good-will in the foregoing re- 
gard of those ( *  ) dealers specifically with whom it has arrangements 
for financing such motor vehicles at wholesale; and 


WHEREAS, Bank further desires, so far as may be practicable and 
desirable in the opinion of ( * ), to make regular arrangements with 

* ) for the repurchase of motor vehicles so financed and repossessed 
for any reason in order that Bank may thereby conveniently protect and 
liquidate its interests in such motor vehicles; and 


WHEREAS, ( * ) desires to enter into such arrangements with 
Bank; 


Now, THEREFORE, in consideration of the premises and of other good 
and valuable considerations exchanged between the parties, receipt where- 
of by each of them is hereby acknowledged, it is agreed as follows: 


1. Bank hereby gives to ( * ) the option to repurchase from it 
every undamaged ( * ) motor vehicle of current model and body type, 
either new or which may be classifiable as new by ( * ), which may be 
repossessed by Bank in the course of its regular business of financing the 
same at wholesale for authorized ( * ) distributors and dealers, the 
price to be paid by ( *  ) for each such motor vehicle to be the net cost 
thereof, including transportation charges, to the particular distributor 
or dealer originally purchasing the same from ( *_ ) as evidenced by 
the factory invoice covering such motor vehicle. 


2. Accordingly, Bank shall give ( * ) written notice of reposses- 
sion of each such motor vehicle and offer the same to ( * _ ) for repur- 
chase as aforesaid within ten (10) days after repossession. ( *  ) shall 
thereafter repurchase any such motor vehicle, which is new or classifiable 
as new, in any case where ( * _ ) deems the same practicable and desir- 
able, provided, however, that in all cases ( * ) shall give Bank notice 
of its decision with respect to repurchase within ten (10) days after 
receipt from Bank of notice of repossession. 
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Exhibit I1-F 
(cont'd) 


In the event of ( * )’s failure to give notice of its decision with 
respect to repurchase as thus required, ( * ) shall repurchase from 
Bank any such repossessed motor vehicle, which is new or classifiable as 
new, on the basis set forth in paragraph 1 above upon the written request 
of Bank delivered to ( * ) within thirty (30) days after repossession, 
but ( *  ) shall have no other or further liability to Bank. 


8. This Agreement shall continue in force unless and until termi- 
ones by either party upon ten (10) days’ written notice delivered to the 
other. 


IN WITNESS WHEREOF, the parties hereto have executed this Agree 
ment the day and year first above written. 


~~(Name of Bank) 
| | Sen ee eS Nee eee 
(Name and Title of Officer) 
WITNESS: 
nececeececeeeceeerecceceereceseeeecerecerceeaceeceeeee--LIVISION 
General Motors Corporation 
BY le eee se 
WITNESS 


(*) Insert name of line of cars. 


(This form to be submitted in triplicate) 
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Exhibit III-A 


RESPONSE TO INQUIRY FROM FINANCE COMPANY OR BANK 
(to be in the form of a printed letter) 


Gentlemen: 


In reply to your recent inquiry, we enclose herewith 
procedure for effectuating payment to us for new 

( * ) motor vehicles and chassis purchased from 
us by ( * ) dealers where the wholesale financ- 
ing of such vehicles and chassis is handled by you for 
such dealers. 


Very truly yours 


(*) Insert name of line of cars. 
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Exhibit [11-8 


RESPONSE TO INQUIRY FROM DEALER 
RE WHOLESALE FINANCING BY FINANCING COMPANY 


Gentlemens 


In reply to your recent inquiry, we enclose herewith 
procedure for effectuating payment to us for new 

( * ) motor vehicles and chassis purchased from 
us by you where the wholesale financing of such vehi- 
cles and chassis is to be handled for you by the fi- 
nance company mentioned in your letter of recent date. 


Very truly yours 


(*) Insert name of line of cars. 
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Exhibit ITI-C 


RESPONSE TO INQUIRY FROM DEALER 
RE WHOLESALE FINANCING BY A BANK 


Gentlemen: 


In reply to your recent inquiry, we enclose herewith 
procedure for effectuating payment to us for new 

( * ) motor vehicles and chassis purchased from 
us by you where the wholesale financing of such vehi- 
cles and chassis is to be handled for you by the bank 
mentioned in your letter of recent date. 


Very truly yours 


(*) Insert name of line of cars. 
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Exhibit ITI-D 
(cont'd) 


PAYMENT PROCEDURE FOR FINANCE COMPANIES AND BANKS 


The procedure outlined herein is for effectuating payment to’ Chev- 
rolet Motor Division, General Motors Corporation, by finance com- 
panies and banks engaging in wholesale financing of new cars and 
trucks for Chevrolet dealers. It provides for direct dealing be- 
tween the financing organization and Chevrolet Motor Division, 
hereinafter referred to as Chevrolet, te the extent that title in 
and to the financed product will pass directly from Chevrolet to 
the financing organization. 


The required action on the part of the dealer and finance company 
or bank in establishing arrangements for such transactions is set 
forth under the heading PRELIMINARY ARRANGEMENTS. The 
details of the actual transaction, after arrangements have been 
completed, are set forth under the heading SETTLEMENT PRO- 
CEDURE. 


lt will be observed that this is a simple means by which finance 
compannies and banks may initiate the financing process with re- 
spect to new cars for Chevrolet dealers directly at the point of 
origin of shipment. The responsibility of protecting the financing 
organization’s interest in products shipped to the dealer will de- 
pend, of course, entirely upon the financing organiszation’s own 
arrangements with the dealer. 


PRELIMINARY ARRANGEMENTS 


Essential to all arrangements for effectuating payment for f- 
nanced products will be a dealer’s authorization for financing and 
a commitment by the financing organisation. The required forms 
for this purpose are shown on pages 5, 6, 7 and 8. 

The dealer’s authorization authorises Chevrolet to transfer to the 
designated finance company er bank title to the financed product 
upon payment for the dealer’s account. 
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(cont’d) 
The commitment by the financing organization authorises Chevrolet 
to draw a sight draft on the financing organization for the invoiced 
amount of the shipment (when the dealer’s order specifies the use 
of such financing organization), the latter agreeing to pay such 
drafts upon presentation. 


Where the financing is by a finance company, the latter’s commit- 
ment must be supported by an authorization of a bank designated 
by it with the concurrence of Chevrolet. Where the financing is 
by a bank directly, the authorization of an additional] bank will 
similarly be required in the discretion of Chevrolet depending on 
the capitalization of the financing bank, the potential number of 
cars that may be involved in the financing arrangement plus cars 
in transit and other eredit factors deemed appropriate for con- 
sideration by Chevrolet in the circumstances in each case. The 
required forms for this purpose are shown on pages 9 and 10. 


The dealer’s authorization continues in effect until written notice 
of suspension or revocation by the dealer or the financing organ- 
ization is received by Chevrolet’s zone office. The commitment 
by the financing organization continues in effect until written notice 
of suspension or revocation by the financing organization or the 
authorizing bank is received by Chevrolet’s sone office. 


The dealer’s authorization, the commitment by the financing or- 
ganization and the bank authorization remain effective, notwith- 
standing receipt of such notice of suspension or revocation, with 
respect to products delivered to the dealer, in transit, in the pos- 
session or custody of a carrier or assigned by Chevrolet at the 
plant for delivery to a carrier, within twenty-four ((24) hours (ox- 
cluding Saturdays, Sundays and holidays) after receipt by Chevro- 
let’s sone office of such notice. 
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Exhibit ITI-D 
(cont'd) 


SETTLEMENT PROCEDURE 


Upon each shipment where the dealer specifies wholesale financing 
through the financing organization, a sight draft will be drawn by 
Chevrolet on the financing organization for the invoiced amount of 
the shipment and forwarded by mail to the authorizing bank for 
payment and remittance to the General Motors depository bank 
designated on the face of the draft. 


The sight draft will be accompanied by a bill of sale in favor of 
the financing organization, an invoice reflecting the sale to the 
financing organization as grantee and, if required, a certificate of 
origin. Upon payment of the draft, the authorizing bank will de- 
liver these documents to the financing organization. 


‘A copy of the sight draft will be forwarded by Chevrolet direct 
to the financing organization as advice of presentation at the au- 
thorizing bank. 


Payment and remittance by the authorizing bank must necessarily 
be prompt in view of the fact that the financed product will be 
delivered to the carrier by Chevrolet prior to the drawing of the 
sight draft. Recurring delay in payment will be deemed sufficient 
cause for the suspension or discontinuance by Chevrolet of ship- 
ments on this basis. 


When it becomes desirable for the financing organization in isolated 
cases to arrange for delivery of cars at a Chevrolet zone office, 
warehouse, factory, or assembly plant without resorting to the reg- 
ular draft payment procedure through the authorizing bank, payment 
by a finance company may be effected by means of a certified 
check or bank cashier’s check. Similarly, payment by a bank may 
be effected by means of a bank draft. The financing organization 
making such payment will receive on the basis of the dealer’s 
authorization, a bill of sale, invoice and, if reouired, a certificate 
of origin. No sight draft will be drawn in such transactions. 
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Exhibit ITI-D 
(cont'd) 
It should be noted that in the case of such special transactions, 
the responsibility for protecting the financing organization’s in- 
terests in connection with advances to the dealer rests entirely 
with the financing organization and Chevrolet will not be involved 
in any way with respect thereto. 


To assist the financing organization in the ready liquidation of 
its interests in financed vehicles that may be repossessed and 
also in order to protect the good-will of the public towards Chev- 
rolet and Chevrolet dealers with regard to repossessed vehicles 
which may ultimately reach the public, Chevrolet has prepared a 
repurchase option agreement which it requests the financing or- 
ganization to execute. The required form for this purpose is 
shown on pages 11 and 12. 


The agreement provides that the financing organization will give 
the Chevrolet zone office under which the dealer operates, writ- 
ten notice of any repossession within ten (10) days after repos- 
sion takes place. Chevrolet zone office will, in turn, give the 
financing organization notice of its decision with respect to repur- 
chase within ten (10) days after receipt of the financing organiza- 
tion’s notice of repossession. Chevrolet will repurchase any such 
motor vehicle, which is new or which may be classifiable as new 
by Chevrolet, whenever Chevrolet deems the same practicable and 
desirable, although Chevrolet may be required by the financing 
organization to repurchase if Chevrolet fails to give the ten (10) 
day notice mentioned above. 


The repurchase agreement between the financing organization, on 
the one hand, and Chevrolet, on the other hand, will continue in 
effect unless and until terminated by the financing organization or 
by Chevrolet upon ten (10) days’ written notice. 
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(cont'd) 


DEALER'S AUTHORIZATION FOR FINANCING 


chevrolet Motor Division 
Jeneral Motors Corporation 


Gentlemen: 


We have arranged vith (neme), herein called the "Fingncing Organization,” of 
(address) to pay you in full for all new motor vehicles and chassis hereafter 
ehipped or delivered to us in fulfillment of orders placed vith you by us 
either et the factory or one of your zone offices where such orders s,ecify 
wholesale financing through such financing organization. 


Accordingly, we hereby authorize you to transfer to Financing Organization 
your title in and to such rotor vehicles and chassis upon full payment there- 
for by the Financing Organizetion for our account. 


This authorization shall continue in full force and effect until vritten notice 
of suspension or revocation hereof by us or the above-named Financing Organiza- 
tion is received by (zone office), provided, nevertheless, that this authoriza- 
tion shall remain effective, notwithstanding receipt of such notice of suspension 
or revocation, with respect to all such motor vehicles and chassis delivered to 
us, in transit, in the possession or custody of a carrier or assigned by you at 
your plant for delivery to a carrier, within twenty-four (24) hours (excluding 
neturaaya; Sundays end holidays) after receipt by (zone office) of such notice. 


The Financing Organisation will confirm this arrangement and complete the neces- 
sary details in regard thereto. 


We understand that this arrangement shall in no way relieve us of our primary 
obligation under the terms of our Selling Agreement with you to pay for all cars 
delivered to us or for our account, in the event payment is not made for our ec- 
count ag provided for by this arrangement. 


Very truly yours 


(Dealer Firm Name) 


(Title of Officer) 


(Dealer should use own letterhead 
and reproduce exactly as shown) 
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(cont’d) 


FIMANCE COMPANY COMMITMENT ON WHOLESALE SHIPMENTS 
(Letterhead of Finance Company Shoving Neme and Address) 


Chevrolet Motor Division 
General Motors Corporetion 








Firm Heme City State 


We have made arrangements whereby the above-named dealer may finance through us his 
purchase of new motor vehicles and chassis from you. Confirming the above dealer's 
letter of authorization to you in connection therevith, ve hereby agree to pay in 
full to you the invoice amount of all new motor vehicles and chassis hereafter 
shipped or delivered to the above dealer in fulfillment of orders placed by such 
dealer with you either at the factory or one of your sone offices where such orders 


specify wholesale financing through us. 


In furtherance of this commitment we hereby authorize you to draw a sight draft on 
us payable at the (finance company's bank) in (city, state) for the amount of each 
invoice covering such motor vehicles and chassis in a total sum, hovever, not ex- 
ceeding $e in any one day, any portion of such total sum available, but 
unused during any one day, tg become automatically cancelled at the end of such 
day; and we herevy agree to pay each of such sight drafts promptly upon presenta- 
tion thereof et the above-named bank eccompanied by the invoice and bill of sale 
transferring to us your title in and to such motor vehicles and chassis end by 
certificate of origin if required by the dealer's state. 


Yor your further assurance in connection with the foregoing, ve have caused the 
above-named bank to execute and forvard to you authorization authorizing you to 
drew sight drafts on us eccordingly which will be honored by said bank. 


This commitment and euthoriszation shall continue in full force end effect wmtil 
written notice of suspension or revocation hereof by us or the above-named bank 
is received by (sone office), provided, nevertheless, that this commitment end 
authorization shall remain effective, notwithstanding receipt of such notice of 
easpension or revocation, with respect to all such motor vehicles and chassis 
delivered to the above-named dealer, in transit, in the possession or custody of 
®@ carrier or assigned by you at your plant for delivery to a carrier, vithin 
twenty-four (2%) hours (excluding Seturdays, Sundays and holidays) after receipt 
by (sone office) of euch notice. 


We expressly understend that you reserve the right to suspend or discontinue 
ehipnente on this basis at any time at your sole discretion and without notice. 
NAME OF FINANCE COMPANY 


By 
Title of Officer 
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(cont'd) 
BANK COMMITMENT ON WHOLESALE SHIPMENTS 
(Letterhead of Bank Showing Name and Address) 

Chevrolet Motor Division 
General Motors Corporation 
Re:' Dealer of 

Fira Name City State 
Gentlemen: 


We have made arrangements whereby the above-named dealer may pay through us his 
purchase of new motor vehicles and chassis from you. Confirming the above deal- 
er's letter of authorization to you in connection therewith, ve hereby agree to 
pay in full to you the invofce amount of all new motor vehicles and chassis 
hereafter shipped or delivered to the above dealer in fulfillment of orders 
placed by such dealer with you either at the factory or one of your zone offices 
waere such orders specify payment through us. 


In furtherance of this coumitment we hereby authorize you to draw a sight draft 
on us for the amount of each invoice covering such motor vehicles and chassis in 
a total sum, however, not exceeding $ in any one day, any portion of 
such total sum available, but unused during any one day, to become automatically 
cancelled at the end of such day; and we hereby agree to pay each of such sight 
drafts promptly upon presentation thereof at this bank accompanied by the in- 
voice and bill of sale transferring to us your title in and to such motor vehicles 
and chassis end by certificate of origin if required by the dealer's state. 





This commitment and authorization shall continue in full force and effect until 
written notice of suspension or revocation hereof by us is received by (zone 
office), provided, nevertheless, that this commitment and authorization shall 
remain effective, notwithstanding receipt of such notice of suspension or re- 
vocation, with respect to all such motor vehicles and chassis delivered to the 
above-named dealer, in transit, in the possession or custody of a carrier or 
assigned by you at your plant for delivery to a carrier, within twenty-four (25) 
hours (excluding Saturdays, Sundays and holidays) after receipt by (sone office) 
of such notice, 


We expressly understand that you reserve the right to suspend or discontinue ship- 
ment on this basis at any time at your sole discretion and without notice. 
NAME OF BANK 


By 
Title of Officer 
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Exhibit III-D 
(cont'd) 


LOCAL BARK COMMITMENT ON WHOLESALE SHIPMENTS WHERE ADDITIONAL 
BANK AUTHORIZATION IS TO BE OBTAINED WITH RESPECT THERETO 


(Letterhead of Bank Showing Name and Address) 


Chevrolet Motor Division 
General Motors Corporation 


Re: Dealer WUC 
Firm Nane City State 





Gentlemen: 


We have made arrangements whereby the above-named dealer may pay through us 
his purchase of new motor vehicles and chassis from you. Confirming the above 
dealer's letter of authorization to you in connection therewith, wo hereby 
assure payment in full to you of the invoice amount of all new motor vehicles 
end chassis hereafter shipped or delivered to the above dealer in fulfillment 
of orders placed by such dealer with you either at the factory or one of your 
zone offices where such orders specify payment through us. 


In furtherance of this commitment we hereby authorize you to draw a sight draft 
on us payable at for the amount of each invoice 
covering such motor vehicles and chassis in a total sum, however, not exceeding 
$—_____ in any one day, any portion of such total sum available, but unused 
during any one day, to become automatically cancelled at the end of such day; 
and we hereby assure payment of .each of such sight drafts promptly upon pre- 
sentation thereof at _.._..-—sss——_—s accompanied by the invoice and bill of sale 
transferring to us your title in and to such motor vehicles and chassis and by 
certificate of origin if required by the deater's state. 





This commitment end authorization shall continue in full force and effect until 
written notice of suspension or revocation hereof by us is received by (zone 
office), provided, nevertheless, that this commitment and authorization shall 
remain effective, notwithstanding receipt of such notice of suspension or revo- 
cation, with respect to all such motor vehicles and chassis delivered to the 
above-named dealer, in transit, in the possession or custody of a carrier or 
assigned by you at your plant for delivery to a carrier, within twenty-four (2%) 
hours (excluding Saturdays, Sundays and holidays) after receipt by (zone office) 
of such notice. 


We expressly understand that you reserve the right to suspend or discontinue 
shipments on this basis at any time at your sole discretion and without notice. 


NAME OF .BANK 


By 





Title of Officer 
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(cont'd) 


BANK AUTHORIZATION WITH RESPECT TO FINANCE 
COMPANY COMMITMENT ON WHOLESALE SHIPMENTS 


(Letterhead of Bank Showing Name and Address) 


Chevrolet Motor Division 
General Motors Corporation 


Re: Dealer of 
Firm Name City State 


Finance Company of 


Name City State 








Gentlemen: 


This has reference to the above dealer's detter of authorization to you and 
the above finance company's commitment on vholesale shiments to you with re- 
epect to new motor vehicles and chassis hereafter shipped or delivered to said 
dealer in fulfillment of orders placed by such dealer with you either at the 
factory or one of your gone offices where such orders specify wholesale financ- 
ing through (name of finance company). 


In furtherance thereof ve hereby authorize you to drew a sight draft on (name 
of finance compeny) payable at this bank in (city, state) for the amount of 
each invoice covering such motor vehicles and chassis shipped or delivered to 
said dealer in a total sum, however, not exceeding $_.._____ in any one day, 
any portion of such total sum available, but unused during any one day, to 
become automatically cancelled at the end of such day; and we hereby agree to 
pay each of such sight drafts promptly upon presentation thereor at this bank 
accompanied by the invoice and bill of sale transferring to (name of finance 
ccmpany) your title in and to such motor vehicles and chassis and by certificate 
of origin if required by the dealer's state. 


This authorization shall continue in full force and effect until written notice 
of suspension or revocation hereof by us or the above-named finance company is 
received by (zone office), provided, nevertheless, that this authorization shall 
renain effective, notwithstanding receipt of such notice of suspension or revo- 
cation, with respect to all such motor vehicles and chassis delivered to the 
above-named dealer, in transit, in the possession or custody of a carrier or 
@scigned by you at your plant for delivery to a carrier, within twenty-four (2s) 
hours (excluding Saturdays, Sundays and holidays) after-receipt by (zone office) 
of such notice. 


We expressly understand that you reserve the right to suspend or discontinue 
shipments on this basis at any time at your sole discretion and without notice. 


NAME OF BANK 





By 
Title of Officer 
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Exhibit III-D 
(cont'd) 


BANK AUTHORIZATION WITH RESPECT TO LOCAL 
BANK COMMITMENT ON WHOLESALE SHIPMENTS 


(Letterhead of Bank Showing Name and Address) 


Chevrolet Motor Division 
General Motors Corporation 





v Bet Dealers. OF 
Firs Name City State 


TOO) er Oe 
Name City State 


Gentlemen: 


This has reference to the above dealer's letter of authorization to you and 

the above local bank's commitment on vholesale shipments to you with respect 

to new motor vehicles and chassis hereafter shipped or delivered to said dealer 
in fulfillment of orders placed by such dealer with you either at the factory 
or one of your zone offices where such orders specify wholesale financing 
through (name of local bank). 


In furtherance thereof we hereby authorize you to draw a sight draft on (name 

of local bank) payable at this bank in (city, state) for the amount of each 
invoice covering such motor vehicles and chassis shipped or delivered to said 
dealer in a total sum, however, not exceeding $_____ in any one day, any 
portion of such total gum available, but unused during any one day, to became 
automatically cancelled at the end of such Cay; and ve herebdy agree to pay each 

of such sight drafts promptly upon presentation thereof at this bank accompanied 
by the invoice and bill of eale transferring to (name of local bank) your title 

in and to such actor vehicles and chassis and by certificate of origin if required 
by the dealer's state. 


This authorization shall continue in full force and effect until written notice 
of sussersion or revocation hereof by us or the above-named local bank is re- 
ceived ty (zone office), provided, nevertheless, that this suthorizstion shall 
Tepain effective, notwithstanding receipt of such notice of suspension ar revo- 
cation, with respect to all such motor vehicles and chassis delivered to the 
ebove-nased dealer, in transit, in the possession or custody of a carrier or 
eesigned by you at your plant for delivery to a carrier, within twenty-four (a) 
hours (excluding Saturdays, Sundays and holidays) after receipt by (mre office) 
of such notice. 


We expressly understand that you reserve the right to suspend or di ecost ‘nue 
shipments on this basis et any tise et your sole discretion ard vitict notice. 


WHE OF BARK 





By 


T:tse of Cltice 
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(cont'd) 


REPURCHASE OPTION AGREEMENT 


AGREEMENT made this day of_.i..._., 195... by and between 
» hereinafter called "Finance Company," and Chevrolet Motor 
Division, General Motors Corporation, hereinafter called “Chevrolet,” 








WHEREAS, Finance Company is regularly engaged in financing at vbole- 
gale the shipment of Chevrolet motor vehicles by Chevrolet to certain euthorize 
Chevrolet dealers; and | 

WHEREAS, Finance Company is aware of the danger to the good-will of 
Chevrolet and Chevrolet dealers that may arise in the event that motor vehicles 
go financed are repossessed and sold to or through others than authorized 
Chevrolet dealers and desires to protect the good-will in the foregoing regard 
of those Chevrolet dsalers specifically with whom it has arrangements for 
financing such motor vehicles at wholesale; and 


WHEREAS, Finance Company further desires, so far as may be practica- 
ble and desirable in the opinion of Chevrolet, to make regular arrangements vith 
Chevrolet for the repurchase of motor vehicles so financed and repossessed for 
any reason in order that Finance Company may thereby conveniently protect and 
liquidate its interests in such motor vehicles; and 


WHEREAS, Chevrolet desires to enter into such arrangements with 
Finance Company; 


NOW, THEREFORE, in consideration of the premises and of other good 
and valuable considerations exchanged between the parties, receipt whereof by 
each of them is hereby acknowledged, it is agreed as follows: 


1. Finance Company hereby gives to Chevrolet the option to repurchase 
from it every undamaged Chev.olet motor vehicle of current model and body type, 
either new or which may be classifiable as new by Chevrolet, which may be re- 
possessed by Finance Company in the course of ite regular business of financing 
the same at wholesale for authorized Chevrolet distributors and dealers, the price 
to be paid by Chevrolet for each such motor vehicle to be the net cost thereof, 
including transportation charges, to the particular distributor or dealer origt- 
nally purchasing the same from Chevrolet ae evidenced by the factary invoice 
covering such motor vehicle. 


2. Accordingly, Finance Company shall give Chevrolet written notice 
of repossession of each such motor vehicle and offer the same to Chevrolet for 
repurchase as aforesaid within ten (10) days after repossession. Chevrolet 
shall thereafter repurchase any such motor vehicle, which is new or classifiable 
as new, in any case where Chevrolet deems the same practicable and desireable, 
provided, however, that in all cases Chevrolet's zone office shall give Financ? 
Company notice of its decision with respect to repurchase within ten (10) days 
after receipt from Finance Company of notice of repossessioca, 
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(cont’d) 


In the event of Chevrolet's failure to give notice of its decision 
with respect to repurchase as thus required, Chevrolet shall repurchase from 
Finance Campany any such repossessed motor vehicle, which is new or classi- 
fiable as new, on the basis set forth in paragraph 1] above upon the vritten 
request of Finance Company delivered to Chevrolet within thirty (30) days 
after repossession, but Chevrolet ghall have no other or further liability 
to Finance Company. 


3. This Agreement shall continue in force wmiess and until terai- 
nated by either party upon ten (10) days' written notice delivered to the 
other. 


IW WITNESS WHEREOF, the parties hereto have executed this Agreement 
the day and year first above written. 


WITHESS: (Name of Finance Company) 


By 





(Name and Title of Officer) 


CHEVROLET MOTOR DIVISION 
WITMESS: General Motors Corporation 


By 





(This form to be submitted in triplicate) 
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(conc!’d) 


This brochure will be amended to incorporate the 
alternative plans represented by Exhibits II-A, II-A-l, 
II-B, II-B-1, II-C, II-C-1, II-C-2, II-D, II-D-l, 
II-D-2, E and F. | 
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Exhibit [V 


DUPLICATE CARD ADVICE 
TO TREASURER’S OFFICE 


AOVICE NO. 


AUTHORIZING 
BANK 


(catv) (svare) 


FINANCE CO. OR 
a a a 
(aseg) (citv) (evara) 


OZALER RS 
(meanae) (eiry) (sTare) 
ESTIMATED MAXIMUM INVOICED AMOUNT OF SHIPMENTS: 
; COMMITMENT LIMITATION AS 


ANY ONE DAY $ TO AMOUNT OF DRAFTS ANY 
FIVE CONSECUTIVE BUSINESS DAYS 8 sié«ONN AY 8 


G. @. C. REPURCHASE OPTION AGREE- 
CO |, a ee 
OMPOSITORY 8 MENT. RECE! VED: 


en: «> | | NO 0 
(arty) (stare) 


OIVISION A 
(masee) (Location) 


APPROVED BOY DATE 
GM 1000 (REV. 9-90! 
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ExHIBIt B 


SUPPLEMENTAL STATEMENT BY GENERAL Motors CoORPORATION— HEARING BEFORE 
THE ANTITRUST SUBCOMMITTEE OF THE COMMITTEE ON THE JUDICIARY UNITED 
STATES HOUSE OF REPRESENTATIVES ON H.R. 71—DaTED JuLy 24, 1961 


GENERAL MOTORS CORPORATION 


GENERAL MOTORS BUILDING 
3044 WEST GRAND BOULEVARD 
DETROIT’ 2, MICHIGAN 


November 20, 1952. 


To All General Motors Dealers: 


Herewith enclosed is a copy of the Final Judgment in the case of United States of 
America Vv. General Motors Corporation and General Motors Acceptance Corporation 
which was entered on consent of the parties on July 28, 1952, by Hon. Walter J. La Buy. 
Judge of the United States District Court for the Northern District of Illinois, Eastern 
Division. This copy is being sent to you pursuant to Section X of that judgment. 


In our desire to comply fully with our obligations under that decree, I ask your 
earnest cooperation to the extent that you will without delay advise me personally of any 
situation that may arise (whether through the acts of representatives of either General 
Motors Corporation, General Motors Acceptance Corporation or both), which you deem 

to be at variance with the terms of the judgment to the end that steps may be taken 
immediately to rectify the situation and to prevent its recurrence. 


Please detach and return to me in the enclosed envelope the acknowledgment set 
forth below. 


Very truly yours, 


HENRY M. HOGAN 
Vice President and General Counsel, 
General Motors Corporation 


Date ____E-—sW&M'SHE_ 


Receipt of a copy of the FINAL JUDGMENT entered July 28, 1952, by Judge Walter J. 
La Buy in Untted States of America Vv. General Motors Corporation, et al., No. 2177. 
United States District Court, Northern District of Illinois, Eastern Division, is hereby 


acknowledged. 


(Dealer) 


By 


(Title) 
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EXHIBIT C 


SUPPLEMENTAL STATEMENT BY GENERAL Motors CORPORATION—HEARING BEFORE 
THE ANTITRUST SUBCOMMITTEE OF THE COMMITTEE ON THE JUDICIARY UNITED 
STaTES HOUSE OF REPRESENTATIVES ON H.R. 71—DaTED JULy 24, 1961 


GENERAL MOTORS CORPORATION 


GENERAL MOTORS BUILDING 
3044 WEST GRAND BOULEVARD 
DETROIT 2, MICHIGAN 


November 15, 1952 


To all Regional, Zone, City and District Managers and Field Representa- 
tives in the Continental United States of the Car Divisions of 
General Motors Corporation 


In re: Termination of litigation between United States and 
General Motors Corporation over automobile finaricing. 


With this letter I am enclosing a copy of the consent decree entered 
July 28, 1952, terminating the litigation between the United States and 
General Motors Corporation regarding automobile financing. It ia sent 
to you pursuant to paragraph X of the decree. You will also find enclosed 
&@ Memorandum summarizing the terms of the decree and explaining some 
of the background of the litigation. This memorandum is not intended 
as a substitute for the decree nor as qualifying or limiting the decree in 
any respect. It is rather for the purpose of assisting you in understanding 
the decree and in aiding you in its observance. You should read both 
documents. 


Please detach and return to me in the enclosed envelope the acknowl- 
edgment set forth below. 


Very truly yours, 


HENRY M. HOGAN 
Vice President and General Counsel, 
General Motors Corporation 


Receipt of a copy of the FINAL JUDGMENT entered July 28, 1952, by Judge Walter J. 
La Buy in United States of America v. General Motors Corporation, et al., No. 2177, 
United States District Court, Northern District of Illinois, Eastern Division, is hereby 
acknowledged. 
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ExuH1BIT D 


SUPPLEMENTAL STATEMENT BY GENERAL Motors CORPORATION —HE&RING Berres 
THE ANTITRUST SUBCOMMITTEE OF THE COMMITTEE ON THE Jubicitary (situ 
STATES HOUSE OF REPRESENTATIVES ON H.R. 71—DaATED JULY 24. 1961 


Memorandum From the General Counsel Explaining the Disposition 
Made of the Antitrast Litigation 
Over Automobile Financing 


The long-standing litigation between the United States Government and Genera! Motors (x 
poration over automobile financing was terminated on July 28, 1952, by the entry of a cones: 
decree in which the government conceded the right of General Motors Corporation to own 3 & 
nance company. 


The decree, entered upon the consent of the parties and with the approval of the Court, was 
in connection with the action instituted in the Federal Court, in Chicago, Ilinois, on October 4 
1940, as the aftermath of the South Bend litigation. 


Allegations of the Complaint. It was alleged in the complaint that General Motors Corpors 
tion and General Motors Acceptance Corporation had by various means coerced dealers into ux 
the facilities of General Motors Acceptance Corporation and that because of such conduct the Caurt 
should compel General Motors Corporation to dispose of the capital stock of General Motors Ac- 
ceptance Corporation and should forever enjoin it from owning or advertising any fiance comyery. 


The Defense. After denying all of the substantial allegations of the complaint, the defendants 
General Motors Corporation, General Motors Acceptance Corporation, and General Motors Saet 
Corporation (the last of which was subsequently dismissed because of its dissolution), entered 
upon a program of examining, by deposition, all dealers who were claimed by the government ¥ 
have been forced to finance through General Motors Acceptance Corporation. 


Consent Decree Negotiations. Largely as the result of these depositions and, in part, by re- 
son of its own investigation through the Federal Bureau of Investigation, the government om 
cluded that it did not have evidence to substantiate the allegations of the complaint. It there 
fore approached the defendants with an offer to drop its demand for the divorcement of Genera 
Motors Acceptance Corporation, provided the defendants would consent to a decree enjoining ther 
doing certain things. Such a decree was necessary to the government in order for it to reas 
certain other decrees entered in 1938 against Chrysler Corporation and the Ford Motor Company. 
Extended negotiations finally resulted in an agreement of the parties upon the language of a decree 
and although the decree was opposed by attorneys for American Finance Conference, it was ap 
proved by the Court, to become effective in 120 days (November 25, 1952). 


Wholesale Plan. In the course of the settlement negotiations, counsel for General Motor 
Corporation inquired of the government as to what, if anything, was being done by General Motors 
Corporation or General Motors Acceptance Corporation that outside finance companies (whose cau 
the government had been championing) thought was unfair. Counsel were advised that the pri 
cipal complaint of other finance companies was that there was no procedure by which they cad 
finance cars wholesale at the factory. Although doubting that the matter complained of was 
any real significance to the finance companies, counsel for General Motors caused a plan to be pre 
pared so broad as to enable any finance company or bank, upon establishing reasonable credit, 
finance cars at wholesale as they left the factory. 


Before this plan was put into operation it was submitted informally to counsel for the gover 
ment and was approved. During the following four years, while it was in effect, the only com 
plaint regarding its operation which came to the attention of the defendants was in the nature 
of a request by certain of the large finance companies to have General Motors Corporation ds 
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cnminate in their favor by permitting them to use surety bonds rather than bank guarantees as 
a means of establishing credit. In the interest of treating all of the companies uniformly, this 
request was rejected. 


After the submission of the proposed consent decree to the Court, a new complaint was made 
by the attorneys for the American Finance Conference. This was that under the plan it was 
necessary for a finance company to obtain a separate bank guarantee in connection with the finan- 
ang of each dealer, whereas the Conference preferred having one guarantee cover several dealers. 
Even though this complaint seemed to be superficial, counsel for the defendants immediately 
arranged to have the plan altered in such manner as would make it possible for a finance company 
to use either individual or combination bank guarantees. The plan, as amended, satisfied the gov- 
ernment and is approved by the Court in the consent decree. 


Observance of Decree. Having obtained this legal approval of its right to own a finance com- 
pany, General Motors Corporation is desirous not only of carrying out its obligations under the 
decree, but also of doing everything possible to avoid unfounded accusations of having failed in its 
bargain. It is important that every responsible representative of General Motors Corporation and 
of the car divisions, as well as of General Motors Acceptance Corporation, read the decree and be 
thoroaghly familiar with its provisions. Indeed, a finding by the Court at any later date that the 
decree had been violated, regardless of whether or not the finding was correct, would have very 
serous Consequences. 


Consequence of Contempt Proceedings. A finding of a violation of any of the basic provisions 
of the dewree would entail the possibility of fine and imprisonment, not only for the parties partici- 
pacng in the infraction but also for the executive officers supernor to the offenders. Every unsuc- 
cessful competing finance company and every disgruntled or canceiled dealer is a potential source 
af complaint and it must be recognized that even innocent conduct may, intentionally or uninten- 
tionally, be misinterpreted or misconstrued. The car divisions and General Motors Acceptance Cor- 
poration should therefore avoid all conduct that may be misconstrued to indicate a violation of the 
decree. 


Terms of the Decree. A short summary of the decree will be set forth, not as a substitute 
for studying its exact terms, but rather to furnish a general conception of its scope. The impor- 
tant paragraphs are IV to VIII, inclusive. The first and third paragraphs of the decree relate to 
definitions and other formal matters, while paragraphs IX to XII merely provide for publication of 
the decree and other similar provisions of an administrative nature. The second paragraph directs 
the officers, directors, agents and employees of the defendant corporatiuns and their divisions to 
cbey the decree. 


Provision With Respect te Wholesale Financing. Subperagraphs (a) and (b) of paragraph 
IV of the decree relate to wholesale financing of cars shipped from the factory. They furtid dis 
eimination in favor of General Motors Acceptance Corporation but specifically approve the cur- 
Tent wholesale plan, as amended. The plan, as amended, is attacned to the decree as an appendix, 
General Motors Acceptance Corporauuion may continue its wroicsale procedure for financing cara at 
the factory. 


Leasing Space im Factory er Assembly Buildings. Subparagraph 4 (c) fortida the leasing of 
tyece by General Motors Corporation to General Motors Acceptance Corporation in any manufne- 
tunng or assembly plants unless similar space is made ava.arie ty competitive finance companien, 
(enera] Motors Acceptance Corporation has bever had any space in any manufacturing or aaaem- 
biy plant. 


information re New o¢ Pre<pective Dealers. S2'paragraph (d) of paragraph JV staten that 
bo stan of procedure may be adopted for the fortier.ng to General Meanra Acreptance Corpora 
toe of information concerning new or prospective Gea.ers ur.eas wmiar information ia furniahed 
ts competitive finance companies upon written request. At ore time General Motors Arceptunce 
Corporation was included in the hist who received netice of the appantrent of a new dealer, That 
practice was discontinued some time ago. General Mesure te asso ordered nit ty adopt any pro. 
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cedure, practice or plan for furnishing information concerning dealers to any finance company fa 
the purpose of enabling that finance company to obtain the dealer’s finance business. 


Discriminations to Aid Finance Company. Subparagraphs (e), (f) and (g) of paragram 
IV provide that General Motors Corporation shall not, for the purpose of influencing a dealer to 
patronize any finance company, adopt any practice, procedure or plan for discriminating smog 
its dealers and shall not enter into any agreement with any dealer which requires the dealer to 
use any particular finance company or any General Motors finance plan or rate of financing. Ge- 
eral Motors Corporation is also prohibited from cancelling or terminating any dealer franchise, 
threatening to do so, because of the dealer’s failure to patronize any particular finance compagy. 


The language of these paragraphs has been intentionally limited in such manner as not to 
deprive General Motors Corporation of the principle established in the case of Emich v. Geaera 
Motors Corporation, 181 F. 2d 70 (7th Circuit, 1950), that a dealer may be cancelled for coadua 
which injures the good will of the car division. 


Joint Visitation for Purpose of Influencing Dealer to Patronize General Moters Acceptn 
Corporation. Subparagraph (h) of paragraph IV permits representatives of the manufactaore 
and of General Motors Acceptance Corporation to be present simultaneously with the dealer. it 
however, enjoins their being together with the dealer for the purpose of influencing the dealer t 
patronize General Motors Acceptance Corporation unless the joint visit is at the written request 
the dealer. 


Subparagraph (e) of paragraph VI is the counterpart of this provision which is applicable te 
General Motors Acceptance Corporation. 


Perhaps these two subparagraphs will present more of a problem to the field organization thas 
any other provision in the decree. While the joint meeting is illegal only in the event it is for the 
purpose of influencing a dealer to use General Motors Acceptance Corporation, it must be remex- 
bered at all times that anyone with a grudge against either the car divisions or the finance com 
pany may be all too glad to take advantage of appearances and to impute an illegal motive eves 
where none existed. 


Exchange of Confidential Information. Subparagraph (i) of paragraph IV relates to cocf- 
dential information obtained by car divisions through audits, reports or other contact with desiez- 
ships. It permits the gathering of such information for business or statistical purposes. The ie 
formation may, however, not be used for the purpose of influencing a dealer to patronize Genera 
Motors Acceptance Corporation or any other finance company. The decree does not prevect 
General Motors Acceptance Corporation from obtaining any information it may desire from scarves 
other than General Motors Corporation. 


Advertising by the Manufacturer. Paragraph V of the decree permits Genera] Motors Corp> 
ration to advertise General Motors Acceptance Corporation in its institutional advertising and 
permits factory branches handling cars at retail to advertise the availability of the services of 
General Motors Corporation as a means of financing new or used cars offered for sale by their reta 
stores. The paragraph forbids all other advertising of General Motors Acceptance Corporatua 
by the car divisions. 


Representations by General Motors Acceptance Corporation. Subparagraphs (a), (b) and 
(c) of paragraph VI of the decree restrain General Motors Acceptance Corporation from repre 
senting to any dealer that General Motors Corporation requires him to patronize General Motors 
Acceptance Corporation, or that his failure to do so will result in his cancellation, or the loss af 
any advantage, service or facility furnished by General Motors Corporation. It also protubrs 
General Motors Acceptance Corporation from representing to any dealer that it can obtain from 
General Motors Corporation any facility, service or privilege unavailable to any other finance 
company. 
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Tie-In Between Wholesale and Retail Financing. Subparagraph (d) of paragraph VI pro- 
vides that General Motors Acceptance Corporation shall not enter into an agreement with any 
dealer in connection with wholesale financing which requires the dealer to use it for retail financing. 


Capital Loans. Paragraph VII deals with the subject of capital or long term loans that may 
be made to a dealer by General Motors Acceptance Corporation on the condition that the dealer 
will do business on an exclusive basis with General Motors Acceptance Corporation. The decree 
neither forbids nor sanctions such an agreement. It expressly provides that it shall not be con- 
strued as an adjudication either that such an agreement is legal or that it is illegal. 


Conspiracy to Do Forbidden Acts. Paragraph VIII provides that the defendants shall not, in 
combination or conspiracy, do anything forbidden by the decree. Thus, representatives of General 
Motors Corporation and General Motors Acceptance Corporation may not, in combination or con- 
spiracy, do anything which alone they are restrained from doing. 


Copy of Decree to Dealers. Pursuant to paragraph X of the decree, a copy of the consent 
decree will be sent to each of the Genera! Motors dealers. Although not required by the decree, it 
is the intention of General Motors Corporation to furnish each new dealer with a copy of the de- 
cree and to request both the present and future dealers to notify the Corporation at once and in 
writing of any conduct coming to their attention which they consider may be contrary to the pro- 
visions of the decree. 


HENRY M. HOGAN, 
Vice President and General Counsel, 
General Motors Corporation 
November 15, 1952. 
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EXHIBIT E 


SUPPLEMENTAL STATEMENT BY GENERAL MOTORS CORPORATION— HEARING Before 
THE ANTITRUST SUBCOMMITTEE OF THE COMMITTEE ON THE Jupiciary Usivep 
STATES HOuSE OF REPRESENTATIVES ON H.R. 71—DaTED JuLy 24, 1961 


GENERAL MOTORS 
ACCEPTANCE CORPORATION 


CENERAL MOTORS BUILDING 


BRANCHES BROADWAY AT 57TH STREET CRECUtEME OFnicES 
rreoucnout Cassel abearss 
THe woRtD NEW YORK 19.N. Y. Cimaorec 


November 15, 1962 


To all Regional, Branch, District and Territorial Managere of General 
Motors Acceptance Corporation 


In re: Termination of litigation between United States and 
Genera] Motors Corporation over automobile financing. 


With this letter I am enclosing a copy of the consent decrtée entered 
July 28, 1952, terminating the litigation between the United States and 
Genera] Motors Corporation regarding automobile financing. It is sent 
to you pursuant to paragraph X of the decree. You will also find enclosed 
& memorandum summarising the terms of the decree and explaining some 
of the background of the litigation. This memorandum is not intended 
as a substitute for the decree nor as qualifying or limiting the decree in 
any respect. It is rather for the purpose of assisting you in understanding 
the decree and in aiding you in its obeervance. You should read both 
documents. 


Please detach and return to me in the enclosed envelope the acknowl- 
edgment set forth below. 


Very truly yours, 


Henry M. Hogan 
General Counsel, 
General Motors Acceptance Corporation 


Receipt of a copy of the FINAL JUDGMENT entered July 28, 1952, by Judge Walter J. 
La Buy in United States of America v. Gener1l Motors Corporation, et al., No. 2177. 
United States District Court, Northern District of Illinois, Eastern Division, is hereby 
acknowledged. 


Oe 
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EXHIBIT F 


SUPPLEMENTAL STATEMENT BY GENERAL Motors CORPORATION— HEARING BEFORE 
THE ANTITRUST SUBCOMMITTEE OF THE COMMITTEE ON THE JUDICIARY UNITED 
StaTes House OF REPRESENTATIVES ON H.R. 71—DatTepD Juty 24, 1961 


DIESEL ELECTRIC LOCOMOTIVES 


In 1928 Mr. Kettering was engaged in experi- 
mental and research work in the diesel engine field with 
a view to developing a two-cycle engine. This was a 
natural extension of internal combustion power research 
that had been one of the principal activities of the 


General Motors Research operation since its formation. 


While the diesel principle of compression igni- 
tion was accepted almost as early as the gasoline engine, 
the early diesel engines were heavy, cumbersome and 
sluggish. These product characteristics were generally 
accepted as being inherent in the application of the 


principle of diesel power. 


Mr. Kettering thought otherwise. It was his 
opinion that diesel engines then in operation -- to the 
extent that they were replacing steam engines -- were 
designed according to steam engine practice and built by 
steam engine standards. As he expressed it, no one was 
interested in seeing how a diesel wanted to be built. 

He was convinced that it was possible to develop a light- 
weight diesel engine -- the objective being twice the work 


at half the cost. 
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Mr. Kettering concentrated on a two-cycle design. 
By 1930 sufficient progress had been achieved to indicate 
successful accomplishment of the ultimate objective. 


About that time, General Motors was afforded the 
opportunity of acquiring the Winton Engine Company, which 
was engaged in the business of producing four-cycle diesel 
engines of its own design for marine applications and 
gasoline engines for rail cars. Its operations had been 
profitable and its facilities were apparently adequate 
for its purposes. However, it was not tooled up for 
quantity production. In addition, the Winton management 
recognized the need for advancing the "state of the art’ 
of diesel design to broaden the fields of application. 
But under then existing conditions, Winton was in no posi- 


tion to undertake the major expenditures required for long- 


term research and expansion without any certainty of return. 


In view of these factors, and the recognition of 
them by Winton management and stockholders, the company was 
available for purchase. General Motors, on the other 
hand, had progressed sufficiently with its two-cycle diesel 
development to be interested in developments in the diesel 
engine industry and in an available medium for application 
to commercial needs of the engines being designed and 


developed by Mr. Kettering and his staff. In this back- 
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ground, negotiations were entered into and resuited in 


the acquisition of Winton ty General Motors. 


Shortly thereafter, Elzectro-Mctive Company be- 
came available. Tis company had been cestzming, selling 
and servicing gasoline-powered rail cars. Tre company 
was not a manufacturer. Winton furnisted the enzpines, 
the remaining components being acquired from other sup- 
pliers. Te complete product was assemb.e1d ty the car 
builder at the latter's plant. In tne early twenties 
this company operated successfully and profitatiy. In 
the late twenties as the price cf gasclin2e increased, 
gasoline-powered rail cars iost their eccnozic ecze over 
steam engines in the short-haul rat. tra?fic field. 
Small diesel locomotive engines or switcthirg engines had 
also come into the field. At the sene tine tne reed 
for higher-powered engines for rat.ircad trar7ric teca-e 
increasingly more apparent. Diese. prwer ayreare4 to 


be the only answer. 


Electro-Motive isacxed tne requires research, 
engineering and financial staffs to urtertave develup- 
ment work in this field. However zciectro-Pative 
had experience with the technical azy;ects cof ap- 
piying internal combustion power to rail tranepor- 
tation. It had a business experience aA worving re- 


lationship with Winton Engine Corpany cover a peering of 


73326 O—61—pt. 1——_44 
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years, including the months following the acquisition of 
Winton by General Motors. With this background and the 
common interests and objectives of the parties, the ac- 
quisition of Electro-Motive by General Motors was a 


natural result. 


By 1933 the Corporation's development of the 
two-cycle diesel engine had reached a stage which justi- 
fied the experimental use of these engines for furnishing 
power for a Chevrolet model assembly plant at the Chicago 
World's Fair. At this time, after four years of depres- 
sion, fifty-five railroads were in receivership. These, 
as well as all other railroads not in receivership, were 
faced with the problem of improving their earning position 
through stimulating traffic and reducing costs. 


At about that time the Chicago, Burlington & 
Quincy Railroad Company, which, incidentally, was not in 
receivership, decided to install this new two-cycle diesel 
engine as the motive power for a newly-designed strean- 
lined train. On May 26, 1934 this new streamliner made 
its Dawn to Dusk run from Denver to Chicago in 13 hours 
10 minutes at an average speed of 77.6 miles per hour. 
Thereafter, additional engines were built at the Winton 
Plant, and the two-cycle diesel engine became a factor in 


the locomotive field. In 1935 General Motors decided to 
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erect a factory at LaGrange for the production of locomo- 
tives, the engines still being supplied from the Winton 


plant. Tne first locomotive was delivered from the 


LaGrange plant in 1936. 


While the new business was launched, it still 
had its problems and its obstacles. fiston and cylinder 
head failures presented such serious problems that beds 
were installed in the first locomotives so that service- 
men could ride them around the clock and keep them in 
operation. Historically, railroads had bought custom 
built locomotives equipped with different and distinctive 
devices. No two locomotives were alike. This long 
established custom or practice was in direct conflict 
with the principle of standardization which was neces- 
sarily a fundamental policy of this new enterprise if it 


was to attain the success designed for it. 


Our competitors in the locomotive field, in 
promoting their own products, did not overlook our 
frequent product failures in those early days. The 
dominant position of the steam locomotive in the rail- 
road industry and the investment therein, as well as in 
shop and repair facilities, were important negative 
factors in the consideration by the steam locomotive 


manufacturers of a venture into the manufacture and 
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sale of the diesel engine locomotive, an unproven rev- 
Olutionary product -- particularly with many of the 


potential customers in receivership. 


As time passed sales resistance declined and 
the merits of the diesel engine acquired greater recog- 
nition with the result that constant expansion of facili- 
ties was necessary to meet the demand for the product. 
In 1938, manufacturing plants were erected at LaGrange 
for the production of diesel engines and electrical 


equipment. 


Looking back after the many years diesel 
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locomotives have been in service, the advantages of 
diesel power as compared to steam power, for locomotives, 
are obvious. The record speaks for itself. But in 

the early years of the diesel locomotive industry, it was 
necessary to dramatize these advantages even to pros- 


pective customers who were not steam-engine-minded. 


Among other sales tools, a method of selling 
was developed and is in use today, called an economic 
study. Based on the performance record of diesel 
electric locomotives of all types that are in service, 
it was possible to project the economies and return on 
investment of replacing all steam power with diesel 
electric equipment. These studies became the standard 
method of selling in 1946, because a return on invest- 
ment of upwards of thirty per cent per year could be 


shown in comparison with steam operations. 


Two of the direct economies effected through 
the use of diesel locomotives are in fuel consumption 
and repair costs. In 1947, according to the Interstate 
Commerce Commission reports, the total fuel bill for 
steam locomotives was about $582,000,000 for coal and 
fuel o11 combined. Had the work performed by the 
steam locomotives then in operation been handled by 


diesel locomotives at the same cost recorded by diesels 
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then in operation, this fuel bill would have been more 


than cut in half with resulting savings of $340,000,000. 


During the year 1947 the railroads spent 
$527,000,000 on the repair of steam locomotives. Based 
on the maintenance and repair costs of diesels then in 
service, forty per cent of this amount, or $210,000,000, 
could be transferred from operating expense to earnings 
by complete dieselization. The combined savings in 
fuel and repair costs for the year 1947, if the rail- 
roads were then completely dieselized, would have 


totalled $550,000,000. 


When it is recognized that the total earnings 
of all railroads in 1947 was $1,078,000,000 before taxes, 
the magnitude of that possible $500,000,000 savings can 
be realized. In addition, other savings recognized 
at that time as being possible through complete dieseliza- 
tion of the railroads would have resulted from the elimina- 
tion of coal handling, water towers, ash pits, round 
houses, expensive back shops and reduced maintenance-of- 


way expense. 


Further comparing the performance of diesel 
locomotives and steam locomotives, there are other ad- 


vantages or savings, in some respects, intangible and 
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indirect. One of the outstanding characteristics of 
the diesel locomotive is its reliability -- the habit 
of the diesel passenger locomotive of delivering 
passengers at their destination "on time". In addi- 
tion, with these diesel locomotives, greatly increased 
speeds and shortened time schedules are possible. 
Cleanliness and the freedom from smoke, cinders and 
dust are taken for granted by passengers today. Train 


starts are smoother and the ride is more comfortable. 


Similar advantages result from the use of freight 
diesel power. With high initial tractor effort, starts 
are smoother and heavier tonnage can be pulled at higher 
speeds. One of the largest steam locomotives ever 
bullt, rated at 7000 h.p., regularly pulled 3300 tons 
over the Ogden-Green River run. A 6000 h.p. Electro- 
Motive diesel pulled 4500 tons over the same route and 
with the same time schedule. Diesel electric freight 
locomotives average 10,000 to 12,000 miles per month as 
compared with steam locomotive averages of about 8,000 
ziles pee month. Major repairs of diesel locomotives 
are infrequent whereas steam locomotives required a 
shirty-day major overhaul every year. Freight trains 
are moved by diesel power at a nationwide average of 25 
siles per hour compared with the steam locomotive aver- 


age of 16 miles per hour. The relatively smoother 
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operation of a freight train moving under diesel power is 
important when you consider that in the "Nineteen Forties’ 
the railroads' annual bill for damaged lading exceeded 


$100,000,000. 


All of the foregoing advantages contribute 
importantly to earnings from both passenger revenue and 
freight revenue through, first, reduced operating costs 
and, secondly, increased revenue by reason of improved 
service. Although we have had unreserved acceptance 
of diesel locomotives by the railroad industry for the 
past several years, product improvement by Electro- 
Motive Division has continued and even accelerated in 


recent years. 


The prewar Electro-Motive diesels of the 1936- 
1944 period, although still in use and apparently remdéer- 
ing satisfactory service, are, in fact, obsolete. A 
piston in a 1938 Electro-Motive diesel engine had a use- 
ful life of about 75,000 miles. Today, the same sized 
replacement piston has a life of 1,000,000 miles. It 
also costs less than the 1938 piston. A 1938 motor 
required rewinding every 300,000 miles. Today, traction 
motors are runring over 1,000,000 miles without rewinding 
and their ultimate life is, as yet, unknown. The first 


ee me er a gy el yy 7 
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freight locomotive built in 1940 had a 5400 h.p. capacity. 
A freight locomotive of similar characteristics built by 
Electro-Motive Division today has 7000 h.p. and has 35 


per cent more tractive effort than its prototype. 


In fact, improvement in performance through the 
years has been so rapid that it has kept pace with the 
rising cost of service and maintenance, Electro-Motive's 
diesel engine of today operates at approximately the same 
cost per mile as the earlier diesel electric, in spite of 
the shrinking purchasing power of the dollar. In addi- 
tion to incorporating improvements in current production, 
all of the basic improvements can be applied to diesel 
electrics produced in earlier years, when they require 
substantial repairs. Thus, an old diesel electric can 
be rebuilt and upgraded at substéntially less than the 
cost of a new locomotive and the rebuilt locomotive will 


actually be better than when it was a new product. 


Tne Research Staff of General Motors Corpora- 
tion did not discontinue its efforts after it had 
developed the two-cycle diesel engine. The unit in- 
Jector hus been refined and further developed to satis- 
factorily handle lower grade fuels. The Research Staff 
developed detergent additives for lubricating oils neces- 


Sary with the increase in horsepower in diesel electric 
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engines. A mechanical filter for lubricating oils 
developed by Research will improve locomotive operations 
and reduce lubricating o11 cost. A technique for making 
dies by shell mold casting, developed by Research, is 
being used by Electro-Motive in its manufacturing pro- 
cesses, as are also chrome plating techniques for 
cylinder liners and piston rings. Developments for 
the future, in the area of free piston gasifier, 
turbine, and nuclear fields, the possibilities of which 
cannot now be foreseen, are being studied and investi- 
gated by the Research Staff. At the same time, con- 
tinuous use is made of Research testing facilities in 


Electro-Motive's engineering study of new materials. 


Attached is a schedule of deliveries of diesel 
electric locomotive units in the industry for the period 
January 1936 through August 1955. (Exhibit A) 


During these hearings it has been stated in 
some instances and inferred in others that General Motors 
has reached and enjoyed a predominate position in the 
diesel locomotive ficid by reason of any one or 4&4 com- 


bination of the following advantages: 


be The use of General Motors traffic volume 


to force its diesel power on the railroads 


panes 
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and to sustain a dominant competitive 


position. 


2. General Motors enjoyed an unfair advan- 
tage during World War II under the War 
Production Board Materiel Allocation 


Regulations. 


3. By the end of World War II General Motors, 
because of the great number of its loco- 
motives owned by the railroads, possessed 
an advantage, through the standardization 
on one product for the railroads which 
was an insurmountable obstacle to its 
competitors, in the sale of their new post- 


war diesel locomotive models. 


4, General Motors' predominance of the market 
after World War II when all builders offered 
a complete line of diesel locomotives re- 
sulted from the above factors, and not from 
the product superiority or the services 


rendered the railroads by General Motors, 


It 18 an amazing fact that two of the largest builders 
of locomotives -- each having been in the business more than 


100 years and between them having 80 per cent of the business 
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should have been supplanted by a newcomer with a new 
product. The significance of their position at any time 
during the continued growth of the newcomer could not have 
been obscure to them. It would seem that these old 
steam locomotive suppliers, with their intimate railroad 
associations, existing over scores of years, at the 
outset would have properly analyzed the requirements of 
the railroads, and the merits of this new revolutionary 
type of motive power. Certainly as time passed they 
were in a position to evaluate the growing trend toward 
diesels by the railroads and to take proper action to pro- 
tect the preferred position they occupied. 


In fact, their position at the time General 
Motors entered the railroad motive power field with their 
diesel locomotives was so secure that they virtually en- 
joyed so-called "captive" markets with individual rail- 
road accounts. At that time each railroad standardized 
on one builder's locomotive to such an extent, that rail- 
roads were identified as accounts of specific locomotive 
suppliers. For example, the Union Pacific was recognized 
as an Alco account and the Fennsylvania Railroad as a 
Baldwin account. (See Exhibit B -- indicating the divi- 
sion of the railroads between the three companies on the 


above basis.) In fact, the working relationship between 
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these companies was 80 close that in one instance (in 
1939), one locomotive builder designed a new Mallet 
locomotive, advertised as the most powerful of its time, 
called the Yellowstone type. One demonstration unit 
was built and sold to a railroad which was one of the 
design builder's historical customers. When a follow- 
up order for eleven units was indicated, all the design 
drawings, patterns, etc., were handed over by the 

design builder to another locomotive builder, who de- 
livered the eleven locomotives to the historical 


customer of the design builder. 


With such a situation is it any wonder that 
they did not concern themselves over this new little pro- 
ducer with, as they termed it, his new razzle dazzle pro- 


duct. 


To repeat, they were dominant in their field. 
It is a fair inference that they were so presumptuous as 
to believe that no newcomer could possibly upset their 
dominant position; they were large industrial companies; 
they had adequate facilities to design and build any 
type of locomotive that the railroads required, and they 
had the finances to carry out any program they desired. 
In fact, even after the construction of the first diesel 
locomotive plant by General Motors at LaGrange, Illinois, 
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their manufacturing facilities were many times greater 


than this new facility erected by General Motors. 


And most important, they were, and would have 
continued to be, satisfied to stay with the steam loco- 
motive and to ignore the advantages of diesel electric 
locomotion, which, if not developed and promoted by 
some newcomer to the industry, would have been lost to 


the railroads and the country. 


This was the situation when General Motors 
brought out its new diesel locomotive product. General 
Motors produced the first diesel passenger locomotive in y 
1934. From then through 1939 General Motors built 10 
per cent of the diesel passenger locomotives for the in- 
dustry, having delivered and having in service some 130 
units before the first competitor designed and built 2 


diesel passenger locomotive in 1940, 


The first diesel freight locomotive designed 
and built by General Motors, composed of two units, was 
completed by Electro-Motive on November 19, 1939. he 
It was in demonstration service on twenty-six United 
States railroads, operating in heavy freight service for 
86,000 miles before being sold in November 1940. There- 
after, Electro-Motive did 100 per cent of the freight 
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locomotive business until January 1946 when American 
locomotive Company produced its first diesel freight 


locomotive. 


Alco indicated by its statements before this 
committee that they introduced the first diesel switcher 
locomotive in 1924 while General Motors did not produce 
ts first switcher until after the erection of its first 
diesel locomotive plan at LaGrange, in 1936. Conse- 
quently, it would appear that they had an early advantage 
to properly determine the values of this new form of 


motive power. 


In contrast with the reasons for General Motors 
dominating position, as stated by its competitors, actually 
she greatest competitive advantage the Electro-Motive 
Jivision of General Motors enjoyed was the attitude of its 
competitors. When Mr. Kettering was being questioned by 
Senator O'Mahoney in a hearing some years ago regarding 
General Motors percentage of the diesel market, he replied 
that our greatest competitive advantage is our competitors: 


telief, “Tat we are crazy." 


Except for the diesel switcher locomotive, 
‘hey initially placed no faith in the great potential value 


of this new form of motive power to the railroads. They 
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believed that steam locomotives would remain supreme. 

Typical of their attitude are several speeches made by 

the principal executives of these two large manufacturers. | 
The following are excerpts from a speech 

(Exhibit C) delivered by Mr. Robert S. Binkerd, Vice 

President of the Baldwin Locomotive Works, before the 

New York Railroad Club in New York City on April 25, 


1935: 


"Tonight, I propose, as far as our human frailty 
will permit, to speak without prejudice. I 
think I am in a position to do so; and when I 
say this I say it not only on behalf of The 
Baldwin Locomotive Works, but on behalf of the 
three recognized locomotive builders in this 
country. Each of us has the engineering 
brains and the manufacturing ability to build 
any kind of a thing that moves on wheels. # # 


#* * we want to give that client sound and 


intelligent advice free from the fads and 





fancies of any given moment -- advice that 


ten or fifteen years from now he will have 
been glad to have received and acted on. 


(Underscoring ours). ! 
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“Today, we are having quite a ballyhoo about 
stream-lined, lightwight trains and Diesel 
locomotives, and it is no wonder if the 
public feels that the steam locomotive is 
about to lay down and play dead. Yet over 
the years certain simple fundamental 


principles continue to operate. Some time 


in the future, when all this is reviewed, we 


will not find our railroads any more 


Dieselized than they are electrified * # # #, 


(Underscoring ours). 


"The speeds that are being made with these 
Diesel stream-lined trains are not because of 
any fundamental characteristics of the Diesel 
engine, but in spite of them. As I will 
develop shortly, a fundamental characteristic 
1s a rapid loss of drawbar pull at speed, so 
that at 70 or 80 miles an hour a Diesel loco- 
motive can hardly exert one-tenth of its 
Starting power. # # # # # # # Do I need to 
argue that this development cannot possibly be 
the means for general passenger service to the 


People of the United States? 
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‘Now let us move to the fundamental considera- 


tions which affect the use of Diesel or steam 
power. As you look up to the upper lefthand 
corner of Slide No. 2 you see the tractive 
force curve of a better Diesel locomotive 
than has yet been built. We designed it, 
but nobody yet has come forward to pay $400,000 
or $500,000 which it would cost to build it. 
This Diesel locomotive has the advantage of 
two 1975 horsepower engines that weigh only 
about 133 pounds per horsepower. It has the 
advantage of special and expensive electrical 
and mechanical equipment designed to overcome, 
as far as possible, that characteristic loss 
at speed of power delivered at the rim of the 
wheel. But notwithstanding all these things 
you see that at 80 miles an hour this Diesel 
locomotive has hardly 15 per cent of its 


original tractive force left. 


"When, on the other hand, we turn to the tractive 


force curve of the Northern Pacific 4-8-4 which 
we built last year, you will note that it has a 
tractive force at starting of only 70,000 lbs. 
But at 80 miles an hour it still has nearly 
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"one-third of its original tractive force; and 

in all the working speeds from 30 miles an 

hour up it has a constant excess of approximately 
8,000 lbs. of tractive force. And lastly, 

note that this steam locomotive, which gives a 
better tractive force curve at all working 

road speeds, would be reasonably priced at not 
more than one-third of what it would cost to 
build the Diesel locomotive with which it is 


compared. 


"Therefore, the field of probable profitable 
application of the Diesel locomotive is pretty 
generally indicated at work speeds not ex- 
ceeding 10 miles an hour. (Underscoring ours). 


"But I also wish to point out with equal clear- 
ness that no one can predict with any certainty 
as to what the maintenance cost of a Diesel 
locomotive may be over a life of 20 or 25 years. 
And I do wish to say unequivocally that there is 
not one scintilla of evidence to justify the 


EQS CE Eee ee aS 
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"after the first year or so. Everything 
points to the probability of a substantially 
higher maintenance cost for Diesel locomo- 
tives than for equivalent steam locomotives 


of the same age. The only thing nobody 
knows is how much higher." (Underscoring ours). 


It is important to note that the Burlington 
Railroad had placed in service its first diesel locomo- 
tive designed by General Motors approximately one year 


before this speech was made. 


On April 25, 1938, Mr. W. C. Dickerman, President 
of The American Locomotive Company, made a speech (Exhibit 2: 
before the Western Railway Club in Chicago, excerpts of 


which read as follows: 


"For a century, as you know, steam has been the 
principal railroad motive power. It still is and, 
in my view, will continue to be. (Underscoring 


ours ). 


#eeeetett & 


"Me possibilities of the diesel-electric locomo- 
tive are already fixed and known; they are as given 


above. Not so with the steam locomotive. 
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"Although it is over one hundred 7s2r3 <14, ‘i: 
1s still in the process cf evciutiow, 2278l79mEeW ®t 
and. perfection, is not the same 48 “re $7448 
locomotive of yesterday, LS. 33-7 Ly 2225-- "2 


itself to the demand for f.:25 posse 4-0 2544%. 
#909ee69°t29°:~—CU8]lhUMDMUMD 


Te diesel engine does net 2146 % 1 4% yiere 


loaded and snows unmis*2~:27 i%38 ae GE CD 








(Underscoring ours). 


"The old iron horse literally creases fire Bh 
water, It likes a cr2iie7 ze Prom YuAge ern 
like the electric ard Giese, -e1e-%ric, “0- 


pecially in the spring of tre yesr. 


"It enjoys a race, is yourg fcr 1% yearn, BILLY 


will not be its age. 


"It has made more nistcry tran bry Olner mecran- 
ical unit jn existence and if it ¢cv.1d talk, it 


Might say, ‘You haven't seen anytning yet!' 


"Yes, gentlemen, steam marches on!” 
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It is significant to note that the very moment 
the President of The American Locomotive Company was ad- 
vising the assembled executives of United States rail- 
roads before the Western Railway Club (April 25, 1938) 
that steam would be with us forever and Diesel was but 
a passing fancy, Electro-Motive had General Motors 
locomotives operating on the following famous high speed 


trains across the country: 


BURLINGTON - Pioneer Zephyr, two Twin 
City Zephyrs, Mark Twain 
Zephyr, two Denver Zephyrs, 


Sam Houston Zephyr. 


UNION PACIFIC - City of Portland, two City 


of San Francisco, two City of 


Denver, two City of Los Ange-es. 


SANTA FE - Two Super Chiefs, El Capitan, 


San Diegan, Chicagoan, Kansas 


Cityan. 
BOSTON AND MAIN - Flying Yankee 
B and O - Royal Blue, Abraham Lincoln, 


Ann Rutledge 
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ILLINOIS CENTHAL - Green Tiancrd 


ROCK ISLAND - Texas Scceet, Pesria S-ceet, 
Des Mcices Eccxet, Farsas Ciry- 
Wirreancits scexe=s (iwc) and 


Veswer Soe. 


Nine years after Mr. Dickerman read Diesel cut cf tn 
picture, a later president cf Alco seaiy enrmomced trate 
Alco had ceased steam lceccnctive prediction and cre of 
his vice presidents gave a s<atezent tc cre press trat 
they were "not intentiorally gting out cf the steam lcoco- 
motive business. Lt.-2S: Sisco.) @ca7ter cr Ce~enc. All 


orders and inquiries for rew =ctive power freon domestic 


railroads are for Diesel-electrics."* 


All during this periccd, Eaidcswin, American and Lima 
were building steam freight lcococrctives and even in 1946 
were introducing new mccels of steam locomotives wich they 
claimed would out-perform the diesel, as indicated by | 


‘nelr advertisements. 
In 1933 one advertisement (Exnibit E) read: 


"We GO ON RECORD" 


"Steam has remained the dominating form of 
motive power throughout over 100 years of 
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"American Railroading. 


" # # # # # factors which have kept steam the 
dominating power in American Railroading for 
over 100 years, will continue to keep steam 
the dominating power for railroad transporta- 
tion for a long, long time to come." 


Another advertisement (Exhibit F) of this same 
company, in the November 9, 1941 issue of the Saturday 


Evening Post, reads in part as follows: 
"HORN OR WHISTLE?" 


"DIESEL OR STEAM.... which is the locomotive 
power for the job? We can't tell--yet. We 


don't know--now. We won't say--offhand." 


Another manufacturer in the October 13, 1945 
issue of Railway Age, had an advertisement (Exhibit G) 
picturing one of their steam locomotives and bearing the 


caption: 
"Te MOST for your Dollar" 


Again, on December 9, 1945, an advertisement 
(Exhibit H) of this same company, in Railway Age, bore 


AUTO FINANCING LEGISLATION 769 


the caption: 
“STEAM IS STILL SUPREME" 


On October 2, 1948, an advertisement (Exhibit I) 
of this same company appeared in Railway Age with a picture 
of a steam locomotive and the caption: 


"She, too, is truly MODERN" 


These were the manufacturers who, the Chief Counsel 
of your Committee said in his opening remarks, “ * * #* # were 
the historical producers of diesel electric locomotives." 
These were the manufacturers who would have you believe that 
they were the leaders in diesel locomotive production but had 
lost position only because of unfair advantages accruing to, 


or taken by, General Motors. 


This then is the background of the competitive 


picture. 


Looking now to Electro-Mcotive, when we started 
diesel locomotive manufacture, we established tnree firm 


policies: 


a. We were determined to build a standardized 


product for sale to all railroads. 
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b. By cooperative educational effort we 
hoped to accomplish together with our 
railroad customers a complete change in 
railroad maintenance practices directed 
towards keeping the locomotive in con- 
stant service through a running mainten- 
ance program rather than follow the 
required steam practice of sending the 
locomotives at scheduled times to the 
back shop for a several months' period 


of general overhaul. 


Cc. We would not tolerate any discussion by 
anyone in our sales organization in con- 
nection with General Motors traffic or 


reciprocity arrangements. 


Referring to the above policies, it has been truth- 
fully said that no two steam locomotives even of the same 
model were ever built exactly alike. The railroads issued 
the design specifications for locomotives and their mechan- \ 
ical departments assumed responsibility for such designs. 
They specified to the builders the type of boiler, fire 
box, steam cylinders, wheels, frame bed and, in many in- ‘ 
stances, the source from which the builder should buy 
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these assemblies. Many railroad mechanical department 
executives had patents on designs and gadgets and in- 
sisted that they be used on their locomotives, regardless 
of their use by any other railroad. Standardization in 


steam motive power as such just did not exist. 


After the LaGrange plant was completed and we 
sought to sell our new passenger locomotive, our first and 
best potential customer was the Santa Fe. In fact, their 
management. had indicated they were prepared to buy some 
diesel locomotives from us. Their mechanical department 
in due course arrived at the plant with a large roll of 
drawings and immediately we were precipitated into a situ- 
ation which if accepted would destroy the basic concept of 
our design, manufacturing and operating program. We were 
certain that our program of standardization once accepted 
and established would be of inestimable future value to 
the railroads. We were unsuccessful in our efforts with 
the Santa Fe and after a few days the railroad officials 
wrapped up their bundle of drawings and left our plant 


wit out placing an order. 


Some weeks later their operating Vice President 
called Mr. Hamiltton and inquired if some way couldn't be 


found to reconcile our differences. Mr. Hamilton replied -- 
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Not at the price of non-standardization but that we 
would undertake certain operating guarantees which if 
not fulfilled would permit the railroad to return the 
locomotives to us. Tnis was accepted and the first 
important step towards standardization was assured. 
The railroads today give credit to General Motors for 
successfully initiating and retaining this standardiza- 
tion policy. 


Running maintenance was approached on an equally 
thorough basis with a continuous school in operation at 
our plant and two travelling maintenance schools visiting 
every railroad in the country using our power. Its 
success is measured by the degree of availability of the 
product -- or, putting it another way, its continuous 
usability in actual service, which throughout our diesel 
locomotive history has ranged between 90 per cent and 95 
per cent, a level unheard of in any steam power. 


Our position on traffic reciprocity, in the sale 
of our product, was firmer if possible than on any of our 
other original policies. In the first place, we could 
promise nothing. We had no control nor could we promise 
any preferred position for any railroad or for any other 


division of General Motors, if for no other reason, becaus‘ 
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of our decentralized system of operation. secondly, 

and of more importance to us, it was inevitable, we 

would be hurt most by any dependence on traffic for the 
sale of our product, because it would act as a crutch, 
would destroy the integrity of our effort, and would 
defeat us in our objective of deserving the confidence 

of the railroads on the sole basis of "Merit of Product”. 
In fact, Electro-Motive Division never had, nor permitted 
its salesmen to have, information as to General Motors 


traffic. 


Aside from these policies and considerations 
which are inherently sound and should be determinative 
of our sales policy, freight reciprocity would have 
boomeranged. Electro-Motive sells and for many years 
has sold diesels to all major railroads and practically 
all other railroads. In addition, all railroads are 
potential customers. Under these conditions, freight 
traffic given to one customer is freight traffic lost 
by another. This is no way to sell diesel locomotives 
to a customer or a potential customer. As between 
railroad traffic and truck traffic, the same situation 
applies for General Motors as a whole, since it is also 


in the business of making and selling trucks. 
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During these hearings the Committee counsel 
several times posed a question of this general character: 


a 


" # « # # I believe # # # # # it: (General Motors) is the 
largest shipper of freight in the United States, do you 
feel that that in any way gave it advantages in selling 
its locomotives over a company like yours, which do not hav: 


so much freight being shipped over the railroads?" 


Mr. Vanderbilt, Vice President of Baldwin, 
replied: "Oh, I think that is true. I think we would 
be naive to assume that General Motors' tremendous volume 
of traffic over the railroads does not have a profound in- 


fluence on railroad purchasing." 


Again with Mr. Lewis, Vice President of Alco, 
Committee counsel posed his question as follows: "Have 
you encountered in any way the problem of meeting the 
situation which has been referred to of General Motors be- 
ing the largest single shipper by rail in the United 
States, and thus being a customer of the railroads to who 


it is trying to sell its products?" 


Mr. Lewis replied, "Well, I think with the size 
of General Motors, I think it is recognized that they mst 
have a tremendous amount of traffic. It may be important 


in the placing of business. I think of it in this way ~- 


AUTO FINANCING LEGISLATION 775 


well, it is the facts of life that you might as well 
look at in that I think that in the business world today 


you try to help each other." 


It has been stated time and time again during 
this hearing that your Committee is interested only in 
getting the facts. Yet, has any one or all of the more 
than 100 railroad presidents responsible for the purchase 
of our locomotives been called to determine if traffio 
pressure has been discussed or used in the sale of General 
Motors locomotives? They know why they chose General Motors 
_ diesel locomotives and could give you the facts. We would 
welcome such an investigation as broad as the Committee 


wishes to make it. 


+2 8 & H& H&E RH OF 


It has been stated by our competitors during 
this hearing that General Mtors received unfair advantage 
during World War II under War Production Board alloca- 
tions. In this connection, the Alco Vice President who 
testified here stated that they had new locomotive designs 
completed in 1939 and 1940 but could not place them into 


Production because of World War II Government regulations. 
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The War Production Board directive which place 
the locomotive business under Government controls was 
General Limitation Order L-97, issued April 4, 1942 an 
signed by J. s, Knowlson, Director of Industry Opera- 
tions. Thereafter, specific schedules of locomotive 
production were assigned to the builders by means of 
Vetters issued by the War Production Board under General 
Limitation Order L-97. The first letter, dated May 13, 
1942, specified our production schedule from May through 
November of 1942. It was signed by Mr. Knowlson. It 
called for all types of engines -- switcher, passenger 
and freight through August, and freight only for September, 
October and November. The second letter dated November 
25, 1942, gave us our schedule for the first six months 
of 1943. It was signed by Ernest Kanzler as Director 
General of Operations for the War Production Board. 


It provided no locomotive production for 
December 1942, or January and February 1943. It gave 
us a production schedule for locomotives only, from 
March through June 1943. Subsequent schedules for 
Electro-Motive,. throughout the war period provided for 
freight locomotives only. 


Sot Ss 8 ae 
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Material allocations by Government reguiation 

_ 488 noted above, cosmenced in May 1942, at least sixteen 

months after Alco‘'s new designs for freight locomotives 
were completed, as stated to this Committee by Alco's 

| Vice President -- ample time to place a new locomotive 

" 4n production had they felt so inclined. 


| Actually, when World War II started General 

Motors was the only company with a proven freight loco- 
motive in production. For this reason, we were confined 
| to road freight power and all others were limited to the 
| production of switcher power. 


| What happened to our percentage of total business 
during the material allocation period? It was as follows: 


i St Oe 50, BO. eI he Be eS , 


88.7 73.8 78.9 75.2 67.0 57.2 (53.1 40.7 50.5 51.2) 65.4 
ar Years 


Thus, General Motors' lowest position in the industry 
Was actually during the war years under Government regula- 
tions, as contrasted to the years when free and open competi- 


tion determined sales. 


Referring to Mr. Lewis' testimony that Alco and 


other competitors were restricted under Government allocation 
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of material, and that General Motors was given the assign- 
ment by the Government to turn out road freight diesel 
locomotives at a high rate, Senator O'Mahoney had this to 


say: 


"I think this is a matter of very great impor- 
tance, because in the construction of the War 
Production ard, the Government gathered indus- 
trial executives from the four corners of the 


country. 


"These leaders of industry were recruited to help 
win the war, and it was frequently alleged at the 
time that the War Production Board was staffed 
with employes of industry who, if they did not 
favor the particular companies from which they 
came, at least did not lean over backward when- 
ever any matter affecting the interests of those 


companies was involved. 


"So this Committee will want to know very com- 
pletely the story of that order. 


"Apparently, according to your testimony, it 
changed the direction of the whole development 


of diesel engines. It placed a handicap upon 


i 


fy 


1s I 
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"the pioneers of the industry and gave a great 


advantage to the newcomer; am I right?" 


"Mr, Lewis: ‘Yes, sir; we feel that way.'" 


The Defense Transportation Authority (DTA) had 
at various times the following personnel assigned to loco- 
motive production as claimant agency: 


Charles Wolfe -~ Western Maryland Railroad 
Charles Young - Pennsylvania Railroad 
Victor E. Rennix - Baldwin Locomotive Works 
Jack Loftis - Denver & Rio Grande Western 
Railroad 
The War Production Board had a Transportation 


Equipment Division whose responsibility it was to allocate 


materials for locomotive production as a result of claims 


put upon them by the DTA. The following personnel was 


assigned to this division at various times: 


Charles Creaser - New York Central Railroad 
Lynne White - Chicago & North Western Railroad 


Santa Fe Railroad 


Warren Kelly 
Marshall Raymond - American Locomotive Company 


Mathew Tate - Lima Locomotive Company 
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The railroad personnel were rotated in their 
assignments but the personnel of the three locomotive 
builders remained on the permanent staff throughout the 
war. It will be noted that no General Motors personnel 
was on either Board, but that three of its four competi- 
tors furnished an industry representative for one or the 
other of the two boards. They remained on these boards 
throughout the war. 


During these hearings the two principal cozpe- 
titors of General Motors stated that General Motors “head 
start" provided an advantage which proved to be almost a 
unsurmountable obstacle in obtaining a fair share of the 
business after World War II. One of them referred to 
this as a "historical advantage" similar to that er‘oyed 
by steam locomotive builders because of their many years 
of business association with the railroads. The fasts 


are as follows: 


Excluding the war period, when under Gover=- 
ment regulation, Electro-Motive made no switchers, a-> 
competitors in the switcher field, with the excertics <2 
Fairbanks-Morse, were, from the very beginning cf she 
diesel locomotive business on an equally competitive 
basis, through the availability of a full line of r:i~ 
switchers. We were restricted in the production <% 
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Before Alco placed their Diesel passenger 
locomotive on the market in January 1940, Electro-Motive 
had made deliveries to only 13 railroads for a total of 
103 passenger locomotives. After Alco offered their 
passenger locomotive, we made our first deliveries to 
24 additional railroads. As of December 31, 1954, 1736 
passenger locomotives were in service, of which, as 
stated above, only 103 or 5.9 per cent were delivered by 
General Motors prior to Alco's entry into the market, 

A balance of 94.1 per cent potential sales of passenger 
locomotives sens avallable to Alco when they introduced 
their passenger locomotive. This was the situation out 
of which Alco's Vice President developed an “historical 


advantage" for Electro-Motive. 


Baldwin and Alco introduced their first models 
of road switchers in September and November 1946. 
Fairbanks-Morse presented their new product in August 
1947, and Electro-Motive followed in April 1948. Since 
we were the last entry, the potential market for this 
model was available to all from the very start, except 
for the 16 months "head start" that Baldwin and Alco 
had on Electro-Motive. Through December 31, 1954, 
there have been 6287 units bought by the railroads of 
which we have delivered 3554 or 56.5 per cent. 
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Alco produced their first freight road loco- 
motive in January 1946. Prior to January 1946 we had 
delivered this model locomotive to 25 railroads for a 
total number of 1084 units. Following January 1946 when 
Alco first, and others later, were fully competitive, we 
sold locomotives to an additional 46 railroads with a 
total of 8620 units in service as of December 31, 1954. 
Even in this area, where because of the WPB material 
allocation program, we are supposed to have had an ad- 
vantage, the fact is that on January 1, 1946, 87.5 per 
cent of the diesel locomotives for 64.8 per cent of the 
railroads were yet to be produced and were available to 


Competition as potential sales. 


During a considerable part of this postwar 
period, our competitors continued to produce a declining 
volume of steam locomotives. American Locomotive pro- 
duced steam locomotives into 1947 and both Baldwin and 


Lima until 1949. 


Stemming from the historical background is an 
"historical advantage” which General Motors enjoys -- the 
conviction of the railroads that General Motors pioneered 
the use of the Diesel locomotives with great advantage 


to them and the country. 
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The real basic reason for the high market 
penetration is customer preference. This was accomplished 
through a program embodying: 


i Original sound engineering concept. 

2. Maximum standardization. 
! 

3. Quality manufacture and after-sales service. | 

4, Rapid engineering development and product 


improvement. 


5. © Design improvement made retroactive to 


prior models. 





So outstanding has been the performance of ow 
locomotives in comparison with others that we have been 
requested by our railroad customers to repower every tyr 
and make of competitive locomotives with our engines at 
the time of major overhaul. In other words, they have 
asked us to replace the competitive engine with our 
General Motors diesel engine. Some 44 competitive wits 
have already been rebuilt with General Motors engines, 
and a future schedule of 64 units equal to our capacity 


for rebuilding these types is scheduled through 1956. 
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To our knowledge, no General rotors locomotive unit has 
ever been rebuilt with a competitive engine. We doubt 
that Committee counsel could get any witness to express 
even a "feeling" that this is due to General Motors 
traffic or in fact to anything other than that the 
General Motors diesel is just a better engine. 

Pictures of competitive locomotives rebuilt in our 


shop are included as Exhibit "N". 


Customers' requirements and attitudes properly 
Studied, evaluated, and acted upon at the proper time, 
have created our leading position in the diesel locomo- 
tive field; failure of our competitors to be competitive 


in this area has dictated their position in the industry. 


Mr. James M. Symes, President of the Pennsylvania 
Railroad, im a speech which he made in Chicago on Septem- 
ber 7, 1955, stated: 


** «© # # I don't think you gentlemen would 
want me to fail to mention briefly some of the 
many fine constructive contributions eenerat 
Motors has made in the past -- nor to fail to 
express our desire for their aid in continuing 
research and development work in the future, 


to our mutual advantage. 
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"Te greatest single contribution to the 
economic and efficient operation of our rail- 
roads during my 4o years of association with 
the industry has been the development of the 
Diesel locomotive. We all know the important 
part General Motors has played in that develop- 
ment. Today they have 23 million horsepower 
operating on our railroads in more than 16,000 
Diesel units, some of which have made between 
2} and 34 million miles and are still on the 
road secroriing quite satisfactorily. Be 
would guess that this development alone is 
saving the railroads a minimum of 500 million 
dollars a year -- with initial investments being 
paid off in 3 to 4 years." 


Mr. Symes' feeling is shared by the entire rail- 
road industry. It was earned honestly with a revolutionary 
new product and a concept of standardization and service, 
new in the railroad industry. It is precious to us and 
will be protected in the only way that such a reputation 
can be protected, namely, with continuing research, ad- 
vanced engineering and efficient manufacture always directec 


towards a superior product and superior service. 
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EXHIBIT “i” 
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Steal As steam motive power bore the brunt of the 


war's transportation burdens, ic likewise will be 
is rolled upon to meet the major transportation 
necds of the days ahead. 


STILL "To keep pace with demands foe still fasrer 


and more economical freight movediient, modera 


SUPREME Ss 


freights at sustained passenger train speeds, 


LIMA .LOCOMOTIVE WORKS INCORPORATED, Lis#: OH 





December 29, 1945 





AUTO FINANCING LEGISLATION 791 


oe, 


rrp are 
»**" or 5 
ath; - 





ek Peewee ee OO ee -- — = _ 
ht eae — arse ' ee 2 Tweree re se a baie Wil th tt aul bette iol 
ove.* . ‘ - oe 





She doesn’: wear chrome crim, and her paint is 
black, bur she, too, is truly modern. She was built for 
a job — a modern job — and she docs is weil. 

With planned scheduling she can stay on the road 
16 aad 18 hours a day, 27 o¢ 28 days 2 month. With 
proper servicing — and such servicing facilities save 
more than they cost — she caa be turned around in an 
hous of two. With her modern design, bascd on pro- 
gremive engineering, her maintenance costs ase low. 
And with equal attensinn, she — the modern steam 





locomosive — will give you more train-miles, more tan- ee Owens, Bentschie: Co. » salec (es lee’ 
miles, more passenger-cac miles per year for each dollar rt aot cate aapporreyrre aig te 


of investment than any other rype of motive power. praises, Maaaees Mises ectenens sas nancy ce. 


There is a place for seam, and in this place the teow Weldecces, =! “nee” Newry won coat 
medera seam locomotive is doing an outstanding job, 
We are contiauing to buikd such locomotives. 


(The statement referred to at p. £22 f-o.-ws:. 


SUPPLEMENTAL STATEMENT 


BY 


GENERAL MOTORS ACCEPTANCE CORPORATION 


HEARING BEFORE THE 


ANTITRUST SUBCOMMITTEE 


OF THE 


COMMITTEE ON THE JUDICIARY 


UNITED STATES HOUSE OF REPRESENTATIVES 


ON 


H.R. 71 


JULY 24, 1961 


rat’ 
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This statement is submitted to clarify the 
position of General Motors Acceptance Corporation with 
respect to certain of the testimony and evidence in the 


record. 


At the hearing of this Subcommittee on June 
7, 1961, Mr. David B. Cassat stated as Pages 224 and 
225 of the transcript, that GMAC's ‘compensating bal- 
ances are usually about 5 percent of their bank loans, 
while ours are required to be 15" and ‘their compen- 
sating balances are that low'’ because “they use GM 


deposits for their compensating balances in GMAC,"' 


The foregoing statement is incorrect. 
GMAC does not use General Motors Corporation's de- 
posits for its compensating balances. Furthermore, 
in a study entitled "Finance Companies - How and Where 
They Obtain Their Funds'' by John M. Chapman and Frederick 
W. Jones, it is stated that three of the largest sales 
finance companies ''one of which is GMAC' are required to 
carry a balance of 20 percent of the line of credit when 
borrowing, and 10 percent of the line of credit when not 


borrowing. 
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In the statement of Richard E. Meier, appear- 


ing in tne June 30, i961 transcript, at Page B-6, he 


says - 


"The unfair advantage over our company of 
GMAC that is transmitted to it by its 
Sire in the oven account, no interest, 
arrangement GMAC enjoys from its pa- 
ternallstic forebear for payment of the 
cars financed at wholesale by GMAC for 
GM dealers. 


"This open account courtesy, needless to 
say, is not extended to my company or any 
other finance company. It amounted to 
234 Million Dollars in September 1960; 
the interest on wnich at 4% for thirty 
days comes to $730,000 and for 12 months 
totals to $9,360,000! Please remember 
that this amount is a clear savings to 
GMAC - a very neat sum covered up in the 
cash carried by GM for GMAC's benefit." 


Of this amount of $234 Million, the sum of 
$218 Million represents an open account item for cars 
in transit from the car assembly plants to dealer loca- 
tions throughout the United States and Canada, most of 


which are going to be financed at wh®8lesale by the dealers. 


This open account is extended to all Dealer Wholesale 


wt Financing Sources, as well as GMAC, and while the 


js 1OF 
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estimated period required for the movement of cars 
from the factory to the dealer varies with the loca- 
tions of the plants and the dealerships, it averages 


a four day allowance period. 


Of the $234 Million open account item re- 
ferred to above, $16 Million consisted of payables due 
General Motors Corporation under various employe plans 
and insurance premiums payable to Motors Insurance 


Corporation, a GMAC Insurance Subsidiary. 

4 
The American Finance Conference in its 

% 


"Analysis of General Motors Acceptance Corporation's 
Position In Its Market" at Page B-24 of the transcript i 
of June 30, 1961 stated: z 
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"Mr. Stradella while giving figures on 
other larger market or statistical areas 
in his statement seemed to concede that 
he regarded the market in times sales 
contracts representing time sales by GM 
dealers as the proper statistical area 
for determination of GMAC's share of the 
market. * x * * 


"te wk #& *& Mr. Stradella readily admitted 
that this direct lending should be 
eliminated from the statistical area of 
GMAC competition." 

Mr. Stradella, who appeared before this 
Subcommittee on June 9, 1961, testified at Page 454 
of the transcript as follows: 'We operate in the 
whole market'"'". This was followed by these questions 
and answers: 

"The Chairman. You do not make loans directly 
to a car owner? 
Mr. Stradella. It does not matter. 


The Chairman. You make loans to the dealers? 


Mr. Stradella. We are trying to get the 
dealers to go after it. 


The Chairman. But your business is peimartty 
with the car dealers, not with the car owners. 


Mr. Stradella. I think we have got a 
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‘fundamental disagreement as to what the mar- 

ket is. We claim that the market is every- 
body who buys cars on credit." 

In a statement of George W. Omacht, Vice 
President and Senior Counsel of Associates Investment 
Company, and Chairman of the Legal Committee of the 
American Finance Conference, filed with the Subcommittee 
on June 30, 1961, the following paragraph appears at 
Page B-37 of the transcript: 

"The American Finance Conference upon be- 
latedly learning of the plan of the Govern- 
ment to enter the decree petitioned the 
District Court to permit its attorneys to 
appear amicus curiae. The Government 
strongly resisted this petition and the 
petition was denied and the consent decree 
entered." 

While negotiations for a final judgment by 
consent in the General Motors Antitrust Civil Suit 
were pending, namely, on May 10, 1952, on notice to 
the parties plaintiff and defendants in the Litigation, 
a petition was presented to United States District Gout 


Judge LaBuy by Scott W. Lucas and Charles A. Thomas, 
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, attorneys for the American Finance Conference, for 
leave to appear as amici curiae. The motion was 


granted by Judge LaBuy on May 21, 1952. 


Thereafter, the parties to the litigation 
told Judge LaBuy that they had worked out a consent 
_ decree. This decree, as proposed by the Government 
_ and General Motors Corporation and General Motors 
Acceptance Corporation, was presented in open court 
on June 21, 1952. On motion of the amici curiae the 
hearing on the consent decree was continued to July 
23, 1952 to give the movants a chance to study the 


decree. 


On July 28, 1952, after hearing counsel for 
ail parties including the amici curiae, Judge Labuy 


signed the consent decree. 


In the same statement at Page B-53 of the 
transcript, Mr. Omacht presents an illustration of the 
application of GMAC policy to a ‘typical retail in- 


Stalment sale" under the ‘'GmAC Plan Since 1954" using 
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a finance charge of "$8 per $100 per annum." That a 
charge of 8 percent by dealers who finance with GMAC 


is not typical is demonstrated by the fact that in 


May 1961, new cars sold by dealers with a customer 
finance rate of more than 7 percent constituted only 
10 percent of the contracts purchased by GMAC. Furth- 
ermore, 59 percent of contracts purchased by GMAC in 
May 1961, had customer finance charges of 6 percent 


or less. 


At various times during the hearing there 
was considerable discussion with respect to the rates 
charged dealers by financing institutions. It was 
recognized that the customer rate is established by 
the dealer and not by the financing institution. How- 
ever, if the discount rate of the financing institution 
is at a low level, the dealer is in a better position 
to establish a low customer charge and the public will 


benefit accordingly. 


In comparing GMAC discount charge to the 


dealer it should be recognized that charges made by 
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other discount companies vary constantly and it is, 
therefore, difficult to establish a comparison on a 
national basis. However, reports from our branches 
in the field over the past few months indicate that 
in many areas the GMAC charge to the dealer is lower 


than charges made by some other discount companies. 


For example, in the Baltimore area, on new 
cars where the dealer has a repurchase responsibility, 
the GMAC charge to the dealer is 4.25 percent flat 
per annum, while the dealer discounts of other major 
sales finance companies vary from 4.75 percent to 5 
percent and the charge of one regional company is 


4.55 percent under the same plan. 


In the Buffalo area, where most contracts 
are on a non-recourse basis, that is, without dealer 
responsibility, the GMAC dealer non-recourse discount 
1s 4.55 percent flat per annum. The charge of one 
other major finance company i8 approximately the same 


and the dealer charges of two other major companies 
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are approximately 5.0 percent. 


In Chicago, which is on a non-recourse basis, 
the GMAC dealer discount is 4.80 percent flat per annum, 
while those of other major sales finance companies 


range from 5.0 percent to 5.5 percent. 


In the New Orleans area, on those contracts on 
Which the dealer has repurchase responsibility, the GMAC 
dealer discount is 4.85 percent flat per annum and 
other major sales finance companies generally charge 
5.5 percent. On non-recourse contracts purchased in 
the New Orleans area, the GMAC dealer discount is 5.15 
percent flat per annum, with the discount rates of other 


major companies ranging from 5.5 percent to 6.05 percent. 


A further comparison in 14 metropolitan cities 
shows that the GMAC discount to the dealer on repurchase 
accounts ranges from $8.63 to $43.13 lower than rates 
charged to the dearer by certain other discount com- 


panies operating in these cities on similar transactions. 
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On non-recourse accounts, the GMAC discount 
is lower by amounts ranging from $2.88 to $48.88 in 
comparison with rates charged to the dealer by some 
of the other finance companies in the same cities. 


Evidence that the low GMAC dealer discounts 
result in reasonable customer charges by the dealers 
is the fact that during May 1961, of the new retail 
automobile instalment contracts purchased by GMAC in 
the United States, 59 percent had customer charges of 
6 percent flat per annum or less, 31 percent had customer 
charges of from 6 percent to 7 percent flat per annum 


and only 10 percent had customer charges above 7 percent. 


It is a fair conclusion, therefore, that the 
GMAC low discount policy not only has been of benefit 
to the dealers but also to the instalment purchasers 
of GM cars since the dealers have pasaed the benefits 
on to the purchasers. It is further believed that 
this policy also has benefitted non-General Motors 
dealers and their customers because of its competitive 


effect in holding down the discount rates of other 


Sales finance companies. 
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The viewpoint of the American Finance 
Conference with respect to finance rates, as ex- 
pressed by its President, Mr. A. J. Blasco, at the 
Conference's 24th Annual Convention in November 
1957, in the "President's Keynote Address" was as 


follows: 


"Another difficult situation we face is 
Giminishing profit. The squeeze is 
between rising costs and difficulty of 
passing the higher costs in the form 
of increased rates. Even stressing 
every economy of operation, it is in- 
evitable that we must pass on a portion 
of these higher costs -- not only to 
dealers but through them to buyers as 
well," 


He further said: 


"Also, it is only through an effective 
public relations program that we can 
meet our competition and re-establish 
our dominant position in the field of 
automobile instalment financing." 


In this hearing, much has been said about the 


business relationships of GMAC with General Motors 


a i 
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dealers. However, little emphasis has been given to 
certain important facts bearing upon the development 
of such business relationships. GMAC has been ex- 
tending wholesale and retail automotive financing 
service to General Motors Dealers for over forty 
years. It was organized in 1919 to meet a very 
pressing need of General Motors Dealers and their 


customers for adequate and reliable financing ser- 


vices on a nationwide basis at reasonable cost. 

At that time not a single finance company was 
furnishing nationwide service, which was essential 
for automobile dealers and potential automobile 
customers in rural areas who could not obtain 
financing credit. It contributed importantly to 

the increase in automobile sales and to the avail- 
ability of automobiles for potential customers who 
did not have, and could not borrow the funds required 


for such a substantial investment. 


ee 
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During World War II, when dealers had no 
new cars to sell, GMAC continued in business to 
satisfy the needs of General Motors Dealers and 
their customers for’ financing in connection with 
used car sales and major repairs. That period, it 
will be recalled, saw the dislocation of millions 
of persons because of military service or war employ- 
ment, so that the national scope of GMAC's operations 


was of a special importance. 


The extension of wholesale and retail auto- 
motive credit is not a mechanical operation or 
business. It involves judgments and discretion 
including evaluations of security, credit, terms, 
and even character. Necessarily, therefore, a 
finance company which has been in business for over 
forty years builds up with its customers good-will 
or ill-will in varying degrees. To the extent that 
such good-will or ill-will is developed, 1t becomes 


"built-in" over such a long period. 


Therefore, in considering the so-called 
"built-in" relationship of GMAC with General Motors 
Dealers, the foregoing are some of the considerations 


that must be evaluated. 
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(The information referred to at p. 545 follows:) 


STATEMENT CONCERNING THE 

UNCONSTITUTIONALITY OF H.R. 71 

This memorandum, submitted on behalf of 
General Motors Corporation, will discuss the unconstitu- 
tionality of H. R. 71 which would make it unlawful for 
any motor vehicle manufacturer to own or maintain, 
directly or indirectly, any facilities for financing 
the sale, or issuing policies of insurance in connection 
with the purchase or sale, of motor vehicles which it 
manufactures. It develops three points; namely, that 
this Bill is not a valid exercise of the commerce power, 
that it is lacking in constitutional safeguards necessary 
in legislation permitting the divestiture of property 
rights, and that it violates due process. 


Before discussing these points there are 
certain basic factors, many of which are peculiar to the 
automobile industry, which should be considered in 
appraising the relationship between a motor vehicle 


manufacturer and a finance or insurance subsidiary. 


A motor vehicle is a technically complicated, 
8emi-durable consumer good which is distributed on a 
nation-wide scale through thousandsof local, inde- 
Pendent dealerships in virtually every city and town 
in the United States. To the retail buyer, an automobile 


represents such a substantial investment of money that 
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SaSEITAF CD ondcimectly, for assurance that the auto- 
mccl2 wii. farctica properly and that adequate repeir 
222i iss wii te @vailasie in the event they are needed. 
“ais sertice is essenati2zi for the automobile owners in 
Tote. 23 we zs nmetropclitan areas, and for owmers who 


mcve or crete. frcm ore part of the country to another. 


{ 


eis criceiiy, the availability of adequate 
fiscacsce end insurence faciiities has been an essential 
@.eme- = i= tne effective distribution of automobiles 
comter insepeccect retail outlets. Such finance and 
{‘=suresnce services were considered by General Motors to 
te cst 23 essecztial to the effective merchandising of 
sacs ‘= woiume as the dependability, quality, and styling 
oc? cae prcadeuct, acd efficient distribution techniques. 


Tre marcracturer is vitally interested not 
coiy in the sale cf its products to the dealer at whole- 
sale, baz aisc in tne retail saie of its products by 
the dealer to the coasuming public. General Motors owes 
its 14,-cc dealers the obligation to make certain that 
acequate end eccccmical wholesale financing and insurance 
factlicties are available to each dealer. General Motors 
13 also obligated to the public to make certain that 
aseqeate retail financing and insurance facilities are 


available to the many hundreds of thousands of retail 
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purchasers who each year buy General Motors automobiles 


on an instalment basis. 


In addition, the manufacturer has a legal 
responsibility for tne operation and performance of the 
motor vehicle after the purchase at retail. The manu-e 
facturer extends to the dealer a "New Vehicle Warranty" 
covering certain component parts of the car for a 
period of twelve months after delivery to the original 
retail purchaser or before it is driven 12,000 miles, 
wnichever event first occurs. The dealer in turn, as 
seller, extends an identical warranty to the retail 
purchaser. For all practical purposes, and with few 

exceptions, the fulfillment of the warranty operates 


as if it were extended directly to the retail purchaser. 


The manufacturer has the further direct 
responsibility, imposed by law, that the vehicle will 
function safely. In other words, the manufacturer has 
a direct liability to the retail purchaser for damages 
resulting from negligent manufacture. This liability 
exists even though the failure is the result of a 
defective component manufactured by a supplier, but 


incorporated in the end product by the manufacturer. 


The relationship between the automobile manu- 


facturer and the dealer, and ultimately the consumer, is 
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a composite of many interdependent factors which are 
beneficial to each but which are all directed to the 
ultimate goal of customer satisfaction. The factors of 
wholesale and retail financing are as much a necessary 
and integral part of this relationship as the trademark 
and trade name of the manufacturer, the warranty extended 
by the manufacturer to the dealer and from the dealer 

to the consumer, and the liability of the manufacturer 


to the consumer ror negligent manufacture. 


Thus, the ownership of a finance or insurance 
company by an automobile manufacturer is closely related 
to the manufacturer's business and is an entirely natural, 
appropriate and proper incident to the manufacturer's 


principal activity. 


Ts H.R. 71 Is Not A Valid Exercise 
Of The Power Of Congress To 


Regulate Interstate Commerce 
While the delegated powers of Congress, partic. 
ularly the commerce power, are unquestionably broad in 
scope, it has always been recognized that the exercise 
of Congressional power is limited by the Constitution. 
In Gibbons v. Ogden, 9 Wheat. 1, 196 (1824), the Court 
said: 
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"This’ power, like all others vested 
in Congress, is complete in itself, 
may be exercised to its utmost ex- 
tent, and acknowledges no limitations, 
other than are prescribed in the 
Constitution." 


The primary restrictions placed on the legis- 


lative power by the Constitution are defined by the 


Supreme Court in Lawton v. Steele, 152 U.S. 133, 137 


(1894); 


"To justify the State in thus inter- 
posing its authority in behalf of the 
public, it must appear, first, that 

the interests of the public generally, 
as distinguished from those of a partic- 
ular class, require such interference; 
and, second, that the means are reason- 
ably necessary for the accomplishment 

of the purpose, and not unduly oppres- 
sive upon individuals." 


The Congress may no more act arbitrarily in 


Carrying out its constitutional powers than it can act 


without constitutional authority. In Perez v. Brownell, 


356 U.S. 44, 58 (1958), the Court (Frankfurter, J.) said: 


"Broad as the power in the National 
Government to regulate foreign affairs 
must necessarily be, it is not without 
limitation. The restrictions confining 
Congress in the exercise of any of the 
powers expressly delegated to it in the 
Constitution apply with equal vigor when 
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that body seeks to regulate our relations 
with other nations. Since Congress may 
not act arbitrarily, a rational nexus 
must exist between the content of a spe- 
cific power in Congress and the action 
of Congress in carrying that power into 
execution." 


In the words of Mr. Justice Frankfurter, what 
is the "rational nexus” between the destruction of the 
right of a motor vehicle manufacturer to facilitate the 
movement of its products in interstate commerce by making 
available finance and insurance facilities and the regula- 
tion of commerce? The Chairman of this Subcommittee, 
when introducing H.R. 71 on January 4, 1961, made the 
following statement: 


"The purpose of this bill is to 
divorce General Motors Acceptance Corp. 
from General Motors Corp. and to restore 
free competition to the American auto- 
mobile market. 


"My study of the automotive industry 
convinces me that General Motors Corp. 
has tremendous monopolistic powers, some 
of which stem from the corporation's 
ownership and use of General Motors 
Acceptance Corp. My study shows that 
these monopolistic powers operate to 
the detriment of the U. S. economy, to 
the detriment of the automotive industry 
and to the detriment of the American 
car-buying public. 
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"The only way to remove these 
monopolistic powers of General Motors 
Corp. is to divorce this giant from its 
finance subsidiary, General Motors 
Acceptance Corp., and to let the finance 
company operate as an independent sales 
finance company in a completely free 
market." 


The constitutional infirmity of legislation 
aimed at the destruction of a lawful and useful business 
activity in the guise of regulation of interstate com- 
merce is evidenced by the decision of the Supreme Court 
in McFarland _v. American Sugar Refining Co., 241 U.S. 

79 (1916). There, a statute which purported to regulate 
the sugar refining industry provided that a purchaser 
who systematically paid a lower price for sugar in 
loulsiana than he paid in any other State "shall be 
prima facie presumed to be a party to a monopoly or con- 
spiracy in restraint of trade ...." 


As in the instant case, the alleged justifi- 
cation for the statute was that the Sugar Company was 
@ monopoly and combination in restraint of trade through- 
out the United States and that the statute would strike 
at this monopoly. The statute declared that there was, 
prima facie, a connection between the fact of lower 
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prices paid for sugar in Louisiana and participation in 


@& monopoly or conspiracy. In declaring the statute 


unconstitutional on multiple grounds the Court said 


(p. 85): 


"If the connection were admitted it 
would be so much the worse for the 
constitutionality of the act. We deem 
it enough to say that neither that sup- 
posed connection nor the general intima- 
tions of the plaintiff's wickedness in 
the answer deprive it of its constitu- 
tional rights or prevent it from assert- 
ing them in the only practicable and 
adequate way.” 


The real evil of the legislation was stated by the Court 
(pp. 86-87): 


"But it is not within the province of 
a legislature to declare an individual 
guilty or presumptively guilty of a 
crime. If the statute had said what 
it was argued that it means, that the 
plaintiff's business was affected with 
a@ public interest by reason of the 
plaintiff's monopolizing it and that 
therefore the plaintiff should be 

rima facie presumed guilty upon proof 
Frat it was carrying on business as 

it does, we suppose that no one would 
contend that the plaintiff was given 
the equal protection of the laws." 


H.R. 71 goes far beyond the statute condemned 


in American Sugar Refining. There the statute merely 
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created a prima facie presumption of monopoly. Here the 
proposed legislation says in effect: The ownership of 
any finance or insurance facilities by a motor vehicle 
manufacturer for use in financing or insuring its 
products shall be deemed to be a restraint of trade or 

@ monopoly, and no such manufacturer may show that such 


cmership is neither in restraint of trade nor monopolistic. 


In view of the avowed purpose of H.R. 71 and 
vhe patent lack of any rational nexus between the owner- 
strip of finance or insurance facilities and the regula- 
tion of trade and commerce between the states, it is 
apparent that the proposed legislation could not survive 
constitutional challenge. 


The essential constitutional invalidity 
clearly appears when it is understood that, whatever 
its particular purpose may be, the Bill categorically 
denies to any manufacturer of motor vehicles the right 
‘Oo extend credit in the wholesale and retail marketing 
of its products. The only exception permitted is an 
extension of credit in wholesale sales for "a reasonable 
time after purchase at no additional charge." It is a 
legislative fiat that the conduct of a business in 
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accordance with the accepted and established principles 
of a free enterprise system is ipso facto unlawful — “ 
that it is a restraint of interstate commerce and a 


violation of the antitrust laws. 


Rarely, if ever, in the history of Anglo- 

American jurisprudence have the principles of due process 
been so ignored. The fundamental right of a person to 
elect whether to sell for cash or credit will be denied 
to a single, small group. Manufacturers of motor 
vehicles alone, out of the many thousands of industries 
throughout the country, will be required to do business 
on a cash basis. This form of legislative prohibition 
and discrimination is, on its face, arbitrary, unreason- 
able and wholly devoid of any rational connection with 
the legislative power purportedly being exercised. 


Such legislation is nothing more than an 
economic bill of attainder. The Supreme Court has con- 
demned such statutes "no matter what their form" when 
they "apply either to named individuals or to easily 
ascertainable members of a group in such a way as to 


inflict punishment on them without a judicial trial.’ 


United States v. Lovett, 328 U.S. 303, 315 (1946). 


= {O.-< 
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Similar attempts to establish a non-existent 
factual nexus by legislative declaration have been held 
to violate the due process clause. For example, in 
feiner v. Donnan, 285 U.S. 312 (1932), the Court invali- 
dated aprovision of the Revenue Act of 1926 which 
created a conclusive presumption that gifts made within 
two years, of the death of the donor were made in contenm- 
plation of death. In holding that the Act was arbitrary 
and indefensible from a constitutional viewpoint the 
Court said (pp. 327-28): 

"The presumption here excludes 
consideration of every fact and circum- 
stance tending to show the real motive 
of the donor. The young man in abound- 
ing health, bereft of life by a stroke 
of lightning within two years after 
making a gift, is conclusively presumed 
to have acted under the inducement of 
the thought of death, equally with the 
old and ailing who already stands in 
the shadow of the inevitable end .... 

Such a statute is more arbitrary and 

less defensible against attack than one 

imposing arbitrarily retroactive taxes, 


which this court has decided to be in 
clear violation of the Fifth Amendment." 


To the argument that, absent a conclusive pre- 
sumption, taxpayers might escape payment of the tax by 
Proof that the gift was not in fact made in contemplation 


of death, the Court replied (p. 328): 


of AD, 
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"Mis is very near to saying that the 
individual, innocent of evasion, may 

be stripped of his constitutional rights 
in order to further a more thorough 
enforcement of the tax against the guilty 
--a new and startling doctrine, condemned 
by its mere statement and distinctly 
repudiated by this court in the Schle- 


singer (p. 240) and Hoeper (p. 217) cases 
volving similar si ons." 


Finally, the Government urged that the conclu- 


sive presumption constituted a rule of substantive law 


and not a rule of evidence and as such should be upheld. 


This contention was similarly rejected by the Court 


(p. 329): 


"However, whether the latter presump- 
tion be treated as a rule of evidence 
or of substantive law, it constitutes 
an attempt, by legislative fiat, to 
enact into existence a fact which here 
does not, and cannot be made to, exist 
in actuality, and the result is the 
same, unless we are ready to overrule 
the Schlesinger case, as we are not; 
for that case dealt with a conclusive 
presumption and the court held it 
invalid without regard to the question 
of its technical characterization. ... 


"If a legislative body is without 
power to enact as a rule of evidence 
a statute denying a litigant the right 
to prove the facts of his case, certainly 
the power cannot be made to emerge by 
putting the enactment in the guise of a 
rule of substantive law.' 


2-10 
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Still another instance in which the Court 
refused to sustain legislative efforts to create a non- 
existent nexus between the fact established by the 
statute and the legislative power purportedly being exer- 
cised 18 Manley v. Georgia, 279 U.S. 1 (1929). There 
the Court held invalid as a denial of due process a 
statute which imposed presumptive criminal liability 
upon bank directors in all cases of insolvency. The 
statute provided that every insolvency of .a bank "shall 
be deemed fraudulent," but permitted the directors of 
an insolvent bank to rebut the wesumption. The statute 
was declared unconstitutional because the creation of 
even a rebuttable presumption of fraud from the mere 
fact of insolvency was so lacking in rational connection 
a8 to amount to a denial of due process of law. The 
vourt said (p. 6): 

"Mere legislative fiat may not take 

the place of fact in the determination 

of issues involving life, liberty or 

property. '.. . it is not within the 

province of a legislature to declare 

an individual guilty or presumptively 

guilty of a crime.'" McFarland v. 

American Sugar Co., 241 U.S. 79, 86. 

H.R. 71 would conclusively establish that the 


mintenance of finance and insurance facilities by a 


213-2 
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motor vehicle manufacturer is unlawful and in violation 
of the antitrust laws. Such a legislative fiat would 
fail even if the presumption were merely rebuttable 
(McFarland v. American Sugar Refining Co., supra); it 
would certainly fail as a conclusive presumption of a 
substantive rule of law (Heiner v. Donnan, supra). There 
has been, and can be, no showing of any rational nexus 
or connection between the mere ownership of finance 

and insurance facilities by an automobile manufacturer 
and the constitutional regulation of commerce between 


the states. 


She 
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ITI. H.R. 71 Is Wholly Lacking In The 
Constitutional Safeguards Traditionally 
Provided In Legislation Permitting The 


Divestiture Of Existing Property Rights 


The proposed legislation would divest valuable 
property rights and prohibit otherwise lawful activity 
by actual and potential motor vehicle manufacturers 
through legislative fiat, without exception and without 
any opportunity for judicial hearing, determination, or 
review. In this respect it differs basically from the 
customary approach of Congress, even in respect of 
industries traditionally subject to regulation. Histori- 
cally, in such cases, Congress has provided a framework 
of general principles by which the ultimate decision 
as to the necessity or appropriateness of resorting to 
divestiture is made by a disinterested tribunal, with 
due regard for the property rights of investors and 
the interests of the consuming public. 


Proceedings before such tribunals — quasi- 
judicial in nature as they are — have always been 
subject to the requirement of due notice, a hearing 
with full opportunity for the presentation of all rele- 
vant factual material, and the right of judicial review 
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to assure that the order of divestiture is reasonably 
appropriate and necessary on the facts in evidence and 
under the standards established by the statute. When 
legislation meets these familiar standards, full and 
proper recognition has been given to the basic principles 
of due process, which can be traced to the Magna Charta 
and Chapter 3 of Edw. III (1355), that — "no man of 
what state or condition he be, shall be put out of 

his lands or eencnents nor taken, nor disinherited, nor 
put to death, without he be brought to answer by due 


process of law." 


Within recent years the Congress has, on at 
least two occasions, recognized the continuing vigor 
of these age-old principles. 


The Public Utility Holding Company Act of 
1935, 15 U.S.C. 8 79, exemplifies the traditional legis- 
lative concern with settled concepts of due process. 
Congress did not attempt to effectuate the simplifica- 
tion of holding company systems — the purpose of the 
Act — by decreeing simplification or divestiture. On 
the contrary, it provided that the Securities and 
Exchange Commission may — after notice, the taking of 
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evidence, the presentation of plans by the Commission 

- and the companies involved, and a factual determination 
on the basis of standards set by the Congress, subject 
- to review by the Court of Appeals — order that the 
business be confined to an integrated utility system. 


Under the powers of exemption set forth in 
the Act, a holding company may retain businesses "which 
the Commission shall find necessary or appropriate in 
the public interest or for the protection of investors 
or consumers and not detrimental to the proper function- 
ing of such system or systems." The acquisition of 
securities or the assets of utilities may be approved 
by the Commission when "necessary or appropriate in the 
public interest or for the protection of investors and 
consumers." Further, a holding company may continue to 
control additional integrated utility systems, when, 
for example, they could not be indepenaently operated 


without the loss of "substantial economies." 15 U.S.C. 


6 79k. 


In sustaining the constitutionality of the 
Act, the Supreme Court specifically recognized the 
constitutional limitations which are completely ignored 


=< 37 = 
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in H.R. 71. In North American Co. v. S.E.C., 327 U.S. ay 
686, 709-10 (1946), it was pointed out that: 

"Any plan of divestment or reorganiza- 

tion, moreover, must be carefully 

scrutinized by both the Commission and 

the enforcing court, thus enabling the 

assertion and protection of all share- 

holders' rights. .. .. And there 

are provisions in the Act guarding 

against unduly rapid divestment or 

liquidation. In the light of such 

statutory and judicial safeguards and 

in the absence of any alleged unfair 

plan of divestment, we cannot say that 

North American's shareholders are ad- 

versely affected, from a constitutional 

standpoint, by the operation of 8 11(b)(1)." 

In H.R. 71, there is provided no scrutiny what- 
ever by a commission or an enforcing court to permit the 
assertion and protection of any shareholders! rights. 

There 1s only legislative fiat. There are no provisions 
guarding against unduly rapid divestment or liquidation. 
There are no statutory or judicial safeguards, or any 
safeguards whatever. There is only an arbitrary and | 
inflexible requirement of complete and virtually forthwith - 
divestiture which inevitably will adversely affect the 
shareholders of General Motors from a constitutional 


standpoint. 


Again, in American Power & Light Co. v. S.E.C.; 


329 U.S. 90 (1946), which also sustained the constitutional: 


| 
| 
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of the Act, the Court reiterated that the Constitution 
itself imposes limitations upon the exercise of any 
power of Congress. Throughout the Court's extensive 
review of the propriety of the Commission's plan of 
Simplification, there are repeated references to the 
constitutional safeguards provided by the Act and in 
the procedures thereunder. The Court noted that under 
the Act private rights were protected "by access to 
the courts to test the application of the policy" 

(p. 105); that judicial review of the remedies adopted 
by the Commission "safeguards against statutory or 
constitutional excesses" (p. 106); and that interven- 
tion by the courts is authorized "if the remedy chosen 
is unwarranted in law or is without justification in 
fact." (pp. 112-13) The Court then found that on 

the evidence the decision of the Commission was 
reasonable and did not constitute an "abuse of its 
discretion" because the "rational basis for the 
Commission's choice" was to be found in the record 


evidence, 


H.R. 71 neither states a legislative policy nor 
bermits access to the courts to determine whether the 


legislation has a policy other than the obvious one of 
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Purported impact that statute would have had on Trans- 
azmerlca Corporation and its stock holdings in the 
Yeccidental Life Insurance Company. A reading of the 
Act reveals that there could have been no mandate to 
sransamerica under that statute, as it was finally 
enacted, to dispose of its stock in Occidental since 
the Bank Holding Company Act by its terms permits a 
dank holding company to own shares in any financial, 
fiduciary or insurance corporation. Under the Act 
Transamerica could have been required to divest itself 
of its Occidental stock only if the Federal Reserve 
Zoard found in an appropriate proceeding "after due 
notice and hearing" that divestiture was necessary 


to carry out the purposes of the Act. 


The Bank Holding Act does not contemplate 
automatic and absolute divestiture of these companies, 
but, on the contrary, provides that the determination 
of that question shall be by the Federal Reserve Board, 
Subject to final review by the courts, all in accordance 
with the traditional principles of due process. The 
decision with respect to the necessity of divestiture 


-8 left to the Board which is required to take evidence, 
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-ne complete separation of transportation and production 
fas sought; on the other, the complete separation of 


credit from production. 


In United States v. Delaware & Hudson Co., 
23 U.S. 366 (1909), the first test of the Hepburn Act, 
-neé Government urged that the statute should be construed 
-O prohibit the carriage by a railroad not only of com- 
nodities which it had produced and which it owned at 
whe time of the carriage, but also of those products 
which had been produced by the railroad or a subsidiary 
-Ompany but which the railroad no longer owned. The 


Supreme Court rejected this construction. 


The Court stated that, if the statute were 
*0 be construed to prohibit transportation by a railroad 
of products it no longer owned, as contended by the Govern- 
=ent, the Act would present "grave constitutional questions." 
-he Court commented that it is "elementary when the 
constitutionality of a statute is assailed, if the statute 
°€ reasonably susceptible of two interpretations, by one 
of which it would be unconstitutional and by the other valid, 
-t 1s our plain duty to adopt that construction which will 
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save the statute from constitutional infirmity." The 
Court then construed the prohibitions of the Act to be 
limited to the transportation of commodities which the 
railroad had produced and still owned at the time of 
carriage. It specifically excluded from the operation 
of the Act property owned or transported by a bona fide 
subsidiary of the railroad. 


The express language of H.R. 71 raises the 
Same grave constitutional questions which the Government's 
construction of the Hepburn Act raised and which the 
Supreme Court avoided answering by rejecting the 
Governnent's construction of the Act. H.R. 71 categori- 
cally prohibits a manufacturer from maintaining any 
facilities, directly or indirectly, for financing the 
sale of products which it has manufactured but in which 
it no longer has a property interest. The prohibition 
contained in H.R. 71 goes far beyond any prohibition 
contained in the Hepburn Act, even as urged by the 
Government in the Delaware case, since under H.R. 71 
the prohibition would extend to sales by independent 
merchants to the public, whereas under the Hepburn Act 
the attempted prohibition extended only to transactions 


involving the railroad itself and its subsidiaries. 
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The very antitrust laws which H.R. 71 purports 
to supplement do not unqualifiedly direct the courts to 
order divestiture. In certain cases arising under the 
Sherman Act the courts have, in the exercise of judicial 
discretion, determined that the drastic remedy of 
divestiture was the only appropriate relief in the 
circumstances. However, no such relief has ever been 
decreed, except after a plenary judicial proceeding, 
affording the parties the full measure of constitutional 
protection. Northern Securities Co. v. United States, 
193 U.S. 197 (1904); Standard O11 Co. of N. J. v. 

United States, 221 U.S. 1 (1911); United States v. 
Ac-erican Tobacco Co., 221 U.S. 106 (1911). 


Similarly, proceedings under Section 7 of the 
Clayton Act require record evidence that the effect of 
the questioned acquisition "be substantially to lessen 
competition, or to tend to create a monopoly." F.T.C. 
Vv. Western Meat Co., 272 U.S. 554 (1926); Aluminum Co. 
of America v. F.T.C., 254 Fed. 401 (3d Cir. 1922), cert. 


denied, 261 U.S. 616 (1923). 


Congress has never attempted to legislate 
automatic divestiture under any antitrust law for it 


nas recognized that, before property and property rights 
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can be destroyed by legislation, due process of law 
requires that there be a proceeding, a full hearing, a 
factual determination of the existence of a violation 
of law, and the application of the statutory standards 
to such factual determination. H.R. 71 would by-pass 
all these ancient constitutional safeguards and divest 
the judicial power in a field in which it is well 
established, in order, in the words of its sponsor, "to 
divorce General Motors Acceptance Corp. from General 


Motors Corp." 


As pointed out by the Supreme Court almost a 


century ago in Rees v. City of Watertown, 86 U.S. 107, 
123 (1873): 
"Whether, in fact, the individual has a 
defence .. ., or is without defence, 
is not important. To assume that he 
has none, and, therefore, that he is 
entitled to no day in court, is to assume 


against him the very point he may wish 
to contest." 


Where life, liberty or property are affected, 
due process demands that persons have the "opportunity 
to be heard," Grannis v. Ordean, 234 U.S. 385, 394 (1914); 


Simon v. Craft, 182 U.S. 427, 436 (1901), and "to present 
their objections," Mullane v. Central Hanover Bank & 
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Trust Co., 339 U.S. 306, 314 (1950), in a judicial 


proceeding. Brinkerhoff-Faris Trust & Savings Co. Vv. 
rill, 281 U.S. 673 (1930). 


Although H.R. 71 purports on its face to be 
a supplement to the antitrust laws, it is apparent that 
its basic purpose and necessary effect is to supplant 
tnose laws and well-settled constitutional procedures 
and to establish a double standard of antitrust legality. 
No qualified witness has testified that, if the ownership 
of a finance company by a motor vehicle manufacturer 
tended to restrain trade or to establish a monopoly, 
the government does not have ample power to indict the 
offending companies or seek civil relief, including 


divestiture under existing statutes. 


It appears, however, that the Department of 
Justice is willing, at least in this instance, to abandon 
its traditional and stated policy of enforcing the anti- 
trust laws in the courts through the application of 
general principles of law in specific litigation, rather 


# 
than by legislative fiat directed at a single situation. 





# 
Ir, Loevinger's testimony in this connection is 
attached as Appendix l. 
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The somewhat startling reasons advanced for this 
abandonment of constitutional guarantees are that 
General Motors might wish a court to hear the testimony 
of its 15,000 dealers; that this could "prolong the 
trial of a case not only for a long period but possibly 
even beyond the resources of the Department of Justice"; 
that "since time is on the side of the person who is 
defending, this can in and of itself be a potent weapon" 
(Tran. 247-48); and that "legislative action would 
certainly be swifter and more certain than any possibility 
offered by litigation." (Tran. 271) 


None of these considerations constitute a 
valid excuse for abandoning settled judicial procedures 
and fundamental concepts of due process of law. Disregard 


An incorrect statement in the record that General 
Motors took the depositions of some 1,500 dealers 
prior to the 1952 consent decree should be corrected. 
(Testimony of Thurman Arnold, June 30, 1961, p. 1110.) 
Mr. Loevinger testified that the number was close to 
400 (Tran. 255). The correct figure is 391. 
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e 


+ constitutional requirements cannot be justified 

y @ contention tnat observance of the constitutional 
andate of due process would require time and the 
roduction of proof. Indeed, it is truly hornbook 

aw tnat "constitutional guaranties may not be made to 
‘leld to mere convenience." Weaver v. Palmer Bros. Co., 


7 U.S. 402 (1926). 


As recently as 1957 in Lambert v. California, 
55 U.S. 225, 229, the Supreme Court condemned in 
wrinciple tne invasion of constitutional rignts by a 
svatute which was nothing "but a law enforcement 
-ecnnique designed for the convenience of law enforcement 


asencies," 


The constitutional questions raised by H.R, 71 
are not answered by tne contention tnat any further effort 
sy tre Government, under the antitrust laws, to compel 
-.@ divestiture by General Motors Corporation of its 
SvccK in General Motors Acceptance Corporation is 
-o"pletely barred by the doctrine of res judicata. 

-.@ argument seems to be that inasmuch as the complaint 
-1 the civil suit against General Motors and General 


“tors Acceptance Corporation was in part based upon 
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a claimed violation of Section 7 of the Clayton Act, 
the Government cannot now be heard to contend that 
General Motors Corporation and General Motors Acceptance 
Corporation have been guilty of conduct which restrains 
trade or lessens competition in the field of automobile 


finance. 


The contention is further made that the 
Supreme Court in Ford Motor Co. v. United States, 335 
U.S. 303 (1948), specifically held that the ownership 
of General Motors Acceptance Corporation by General 
Motors was illegal under the antitrust laws. Mr. Thurman 
Arnold, representing the Associates Investment Company and 
testifying in support of the legislation, stated that in 
view of the holding in the Ford Motor Co. case "any 
objective lawyer must conclude that General Motors is 
now violating the antitrust laws and is protected by 
an immunity given to it by the Department of Justice 
through the consent decree." (June 30, 1961, Tran. 1118) 


The entire argument and most of the contentions 
of the proponents of H.R. 71 in respect of res judicata 
are misleading and appear to be based upon inaccurate 


statements of fact and erroneous conclusions of law. 
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At the outset it must be recognized that 
ne doctrine of res judicata is not, as was stated 
y Mr. Arnold, a simple rule of commercial law com- 
arable to a confession of judgment entered in answer 
0 a suit on a promissory note. (Cf. Tran. 1104) 
m the contrary, as was stated by Mr. Loevinger, 
is8istant Attorney General in Charge of the Antitrust 
Avision — in refusing to predict whether or not 
ne doctrine of res judicata would bar, in appropriate 
‘lrcumstances, a suit by the Government for divestiture 
ff GMAC — "It is an extremely complex matter involving 
“any considerations both factual and legal, and we are 
iimply not prepared to state a position on that." 


Tran. 246, June 8, 1961) 


General Motors concurs in the judgment expressed 
y Mr. Loevinger and declines to attempt to predict 
“we precise factual circumstances in wnich a court 
“gnt hold that the doctrine of res judicata was applicable. 
We believe, however, that it may be of assistance to the 
vommittee to consider in its deliberations some of the 


‘undamental principles underlying the concept. 


The difficulties encountered in applying 
eS judicata in particular situations are infinitely 
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greater in antitrust cases than in other types of litiga- 
tion. Antitrust cases are by their nature complex and 
offer a wide choice of proceedings to Government counsel. 
Further, new factual conditions which arise after the 
original adjudication and the clear reluctance on the 
part of the courts to restrict enforcement of the anti- 
trust laws all serve to make the analysis of the prior 


adjudication problem very difficult. 


Informed and 2xperienced attorneys frequently 
differ as to the applicability of the doctrine and often 
find it necessary to take completely divergent positions 
depending upon the facts of the particular problem. In 
the 1959 hearings in respect of legislation similar to 
H.R. 71, Mr. Arnold, speaking for Associates Investment 
Company, testified: "If the Attorney General files a 
dissolution suit against General Motors of this scope, 
then the decree in the General Motors Acceptance Corpora- 
tion suit would not constitute a bar or be res judicata 
to a dissolution of General Motors, including a separa- 
tion of General Motors from General Motors Acceptance 
Corporation." (Senate Hearings on S. 535 and S. 639, 

p. 270 (1949)) The same counsel, however, in the current 
hearings testified in regard to ownership of GMAC by 


General Motors: "The Department is forever barred under 
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the doctrine of res judicata from attacking this partic- 


ular combination." (Tran. 1070, June 30, 1961) 


Tne basic fallacy underlying the argument of 
the proponents of H.R. 71 that the General Motors consent 
decree gives General Motors immunity to pursue an unlawful 
activity is the assumption that the decision of the 
Supreme Court in the Ford case constitutes an adjudica- 
tion of the illegality of the ownership of a finance 
company by an automobile manufacturer. The opinion of 
the Supreme Court in the Ford caseestablishes the precise 
opposite of that assumption. At page 322 of the majority 
Opinion in that case, it is stated: 

"The appellants /Ford7 agreed for a 


limited term to refrain from pursuing 
conduct which in the absence of an 


adjudication that if was illegal, they 
were otherwise free to pursue and 
which General Motors has always been 
free to pursue. There has been no 


such adjudication and successive ex- 


ensions oO e term have expired." 
(Emphasis supplied) 

The Court in the Ford case did not find that 
the ownership of a finance company by an automobile manu- 
facturer either lessened or restrained competition. Nor 
did it find that such ownership was illegal. The Court 
directly held that the consent decree prohibited Ford 


from conducting a perfectly legal business which General 
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Quite apart from the holding of the Supreme 
court in tne Ford Motor Co. case, the application of 
tne most fundamental principles of the doctrine of res 
judicata will serve to disclose the illusory nature of 
tne claim that the Government is powerless to take any 
‘action against General Motors for violations of the anti- 
trust laws in respect of its financing activities. Tnere 
can be no question that, if General Motors Corporation 
or General Motors Acceptance Corporation nas engazed in 
conduct since the date the decree was entered which 
violates either the Sherman Act or tne Clayton Act the 
sovernment would have a clear rig;snt to reopen the decree 
and seek whatever additional relief the Court may deem 
appropriate. United States v. Swift & Co., 286 U.S. 106 
(1932); Hughes v. United States, 342 U.S. 353 (1952). 
Purtner, tne Government under such circumstances could 
unquestionably institute a new proceedins eitner by way 
of indictment or civil suit to punis:. tiie defendants for 
Such fllegal conduct. Lawlor v. liational Screen Service 
corp. 349 U.S. 322 (1955); Aluninua Co. of America v. 
United States, 302 U.S. 230 (1937). 


The reason that tie Governvent nas not instituted 


proceedings against General Motors or General liotors 
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Acceptance Corporation in respect of financing has been 
disclosed at the hearings on H.R. 71. It is not that the 
Government fears that General Motors could successfully 
plead the defense of res judicata, as Mr. Arnold testified. 
The true reason, as revealed by this same witness, is 
that both companies have scrupulously observed the terms 
of the consent decree and have not violated the antitrust 


laws in any respect in regard to financing. 


Mr. Arnold repeatedly stated (Tran. 1079, 110, 
1105) that he had undertaken investigations on behalf of 
a finance company and that sucn investigations showed, 
in effect, no evidence of any unlawful conduct on the 
part of either General Motors or General Motors Acceptance 
Corporation in their relationships with General Motors 


dealers. 


The entire discussion of res judicata by the 
proponents of H.R. 71 is an attempt to inject into the 
hearings an irrelevant legal concept as a justification 
for legislation which cannot be justified on a factual 
basis. By this device, Congress is asked to abandon tradi- 
tional constitutional safeguards, decree guilt, and divest 


property witnout a semblance of procedural due process. 
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Lil. h.R. 71 Is Arbitrary, 
Unreasonable And Discriminatory 
And Violates Due Process 


Tne substance of due process in Anglo-American 
jurisprudence has been the protection of persons, 
sneluding corporations, from arbitrary, unreasonable 
and discriminatory legislation. As the Supreme Court 
said in Nebbia v. New York, 291 U.S. 502, 525 (1934), 
"tue guaranty of due process," whetner under the Fifth 
or Fourteenth Amendments, deriands "that tne law shall 
not be unreasonable, arbitrary or capricious, and tnat 
tne means selected shall have a real and substantial 


relation to the object sought to be attained." 


Jay Burns Baking Co. v. 3ryan, 264 U.S. 504 
(1924), illustrates the type of legislation which the 


Supreme Court has invalidated for failure to meet these 

dasic constitutional requirements. There a Nebraska 

Statute required that loaves of bread snould not exceed 

a specified weight by more tnan a specified amount. 

Tre Act was held to subject bakers to unreasonable and 
arbitrary restrictions in violation of due process, because 

“4@ Statutory requirenent was "not necessary for the protection 
of purchasers against imposition and fraud by snort weigits 


and is not calculated to effectuate that purpose." 
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"the act assailed to be unconstitu- 
Lonal as in contravention of the 
due process clause of the Fourteenth 


Amendment." 

Similarly, in Adams v. Tanner, 244 U.S. 590 
(1917), the Court held unconstitutional a statute which 
completely barred the operation of private employment 
agencies on the ground that the statute was "one of 
prohibition, not regulation.” While recognizing that 
useful occupations may be subject to reasonable regulation 
and that those "inherently vicious and harmful™ may be 
banned, the Court pointed out that absolute prohibition 


of a useful occupation violates due process, 


By H.R. 71, the useful — and not "inherently 
Vicious and harmtul" — right of motor vehicle manufac- 
turers to extend credit in the wnolesale and retail sale 
and distribution of their products in interstate commerce 
148 not merely regulated but is absolutely pronibited. 
tested by the principles of the Nebbia case, the arbitrary 


and unreasonable character of such legislation is manifest. 


K.R. 71 is unconstitutional for the furtner 
reason tnat it does not meet the constitutional requirement 
tnat a classification must be based upon some differ- 
ence wnicn bears a just and reasonable relation to 


tre classification made. The Supreme Court has 
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repeatedly made it clear that the power to classi Z 
legislation is not unlimited, for there car "se dis- 


crimination of such an injurious character as ‘cc trig 


into operation the due process clause of the Pi%tn 
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"To these rules we add the caution 
that ‘discriminations of an unusual 
character especially suggest careful 
consideration to determine whether 
they are obnoxious to the constitu- 
tional provision.' Louisville Gas Co. 
v. Coleman, 277 U.S. 32, 37-353; Hart- 
ford Co. v. Harrison, 301 U.S. 459, 
G62 


The Court recognized that not all legislative 
classification is offensive to the Constitution but 
pointed out that the classification must be based on 
genuine factual differences and must not be mere legis- 
lative fiat. The Court said (p. 466): 

"Of course, distinctions in the treat- 

ment of business entities engaged in 

the same business activity may be 

justified by genuinely different char- 

acteristics of the business involved. 

This 1s so even where the discrimina- 

tion is by name. But the distinctions 

cannot be so justified if the discrimina- 

tion has no reasonable relation to those 

differences. Hartford Co. v. Harrison, 

301 U.S. 459, 3. 

The Court concluded that the statutory dis- 
crimination against the competitors of American Express 
company so lacked reasonable relation to any demonstrable 


difference between the companies that it was obnoxious 


to the Constitution. The Court said (p. 469): 
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"Taking all of these factors in con- 

junction—the remote relationship of 

the statutory classification to the 

Act's purpose or to business character- 

istics, and the creation of a closed 

class by the singling out of the money 

orders of a named company, with accom- 

panying economic advantages—we hold 

that the application of the Act to 

appellees deprives them of equal protec- 

tion of the laws." 

The discriminatory classification made by H.R. 
71 appears on the face of the Bill, for it arbitrarily 
segregates the manufacturers of certain motor vehicles 
and subjects them to unreasonable and discriminatory 
prohibitions. Excluded from the operation of the Bill 
are the manufacturers of numerous other motor vehicles, 
such as tractors, farm equipment, earth moving equip- 
ment, and the like. Such legislation can only be invali- 
dated by the Supreme Court as an improper classification 
which bears no reasonable relation to any differences 


between these businesses, 


Further, the classification made by H.R. 71 
is capricious in that, as a practical matter, it affects 
only General Motors Corporation and the Ford Motor Company. 
This BLll would penalize these two manufacturers — and all 


future competitors — because they chose to assist their 
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cealers and the consuming public by providing adequate and 


economical finance and insurance facilities in the tradition 


of the free enterprise system. 


By the arbitrary classification in H.R. 71, 
Congress would compel the consuming public to finance 
<8 purchases of motor vehicles through a select group. 
Rather than fostering competition, this Bill will insu- 
late from competition a large segment of the consumer- 
credit market. If the Congress may constitutionally 
select the automotive market as the private domain — 
‘he protected child — of the non-affiliated finance companies, 
then it may also isolate the department store, home appliance 
or farm equipment markets from competition. Ultimately, 
dy the enactment of such arbitrary classifications the 


Public's freedom of choice would be destroyed. 


The statements made by the Supreme Court in 


striking down the statute involved in McFarland v. 


american Sugar Refining Co., 241 U.S. 79 (1916), apply 


With €qual force to H.R. 71: 


"Mme statute bristles with 
severities that touch the plaintiff 
alone, and raises many questions that 
would have to be answered before it 
could be sustained. We deem it suffi- 
cient to refer to those that were 
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"mentioned by the District Court; a 
classification which, if it does not 
confine itself to the American Sugar 
Refinery, at least is arbitrary beyond 
possible justice,—and a creation of 
presumptions and special powers against 
it that can have no foundation except 
the intent to destroy." 


H.R. 71 would, in effect, strip General Motors of its 
constitutional rights, although it has done no wrong, 


and is, therefore, arbitrary beyond possible justice. 
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APPENDIX 1 


Extract Of Testimony Before The Antitrust 
Suocommittee Of The Judiciary Committee Of 


The House Of Representatives, June 8, 1961 


"Mr, Loevinger. General Motors has something on 
the order of 15,000 dealers. I don't know wnether it 
is a few more or a few less now, but it runs into tens 


of thousands. 


"If the Government claims that the existence of 
the relationship has a coercive effect and calls some 
of the dealers to testify to that as it did in the 
criminal case, then General Motors understands it has 
to call all of the others to testify tnat they weren't 
coerced or at least to explore their relationship to 


General Motors and GMAC, 


"Well, if you start calling 15,000 dealers by 
doing nothing more than taking testimony, you can pro- 
long the trial of a case not only for a long period but 
possibly even beyond the resources of the Department of 


Justice, 


"And since time is on the side of the person who 
is defending, this can in and of itself be a potent 


weapon." pp. 247-45) 


"Mr. Loevinger. But it is clear tnat, in any 
event, an antitrust suit for divestiture to tne manu- 
facturer's financing and insurance Suosidiaries would 
take years to conclude. Tne General Motors bus case 
is already five years old and has not voeen decided. 
Divestiture of du Pont's stock in General Motors, wnicn 
has been decreed oy tne Supreme Court, may not be fully 
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"accomplished until 1971, some 22 years after the 
Government's suit was instituted (United States v. 

du Pont & Co. 353 U.S. 586, (1957); United States v. 
du Pont & Co., Supreme Court decision of May 22, 1961). 


"Any remedy of the present situation by litiga- 
tion under the antitrust laws will be slow, at best. 
In the meantime, the competitive position of the other 
automobile manufacturers and financing organizations 
may weaken. If Congress finds this competitive im- 
balance sufficiently serious to warrant legislative 
action, it is our view that this would be consistent 
with the objectives of the antitrust laws. Ordinarily, 
the Department of Justice takes the position that these 
objectives should be sought by the application of the 
general principles of the antitrust laws to specific 
situations through the process of litigation. 


"However, the situation with which H.R. 71 is 
concerned has been the object of antitrust attention 
for at least 23 years. 


"In all candor, it must be conceded that the Anti- 
trust Division has not yet succeeded in taking effective 
action in this situation. Legislative action would 
certainly be swifter and more certain than any possi- 
bility offered by litigation. It seems to me it would 
be quite reasonable for Congress to conclude that legis- 
lative action is now called for in these circumstances." 
(pp. 271-72) 
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Ciuary, GoTriies, FrRreNpLY & Hamiton, 
New York, N.Y., April 8, 1959. 

[| Tavaman ARNOLD, Esq. 

- Washington, D.C. 

Dear Jcpce ARNOLD: Pursuant to your request, I am sending you with this 
two copies of a memorandum that sets down my views as to the constitutionality 
ofan a‘tomebile manufacturer’s financing act. 

Sincerely yours, 
Fow.LerR HAMILTON. 


Memoranptm REGARDING THE CONSTITUTIONALITY OF AN AUTOMOBILE MAN- 
UFACTURER’S FINANCING AcT 


This is a memorandum regarding the constitutionality of legislation prohibiting 
certain financing activities of automobile manufacturers. This memorandum 
sets down my opinion on the constitutionality of an act of Congress that would 
make it unlawful for a manufacturer of automobiles, directly or indirectly, to 
engage in the business of financing the purchase of automobiles. 

From the information that is generally available I understand that the relevant 
facta are as follows: 

Uver 90 percent of automobiles produced in the United States are produced 
by three manufacturers, General Motors Corp., Ford Motor Co. and Chrysler 
Corp. Approximately two-thirds of all automobiles sold in the United States 
are sold on installment credit. Between one-third and one-half of all consumer 
installment credit outstanding in the United States is in the form of credit for 
the purchase of automobiles. At the present time only one automobile manu- 
facturer, General Motors Corp., is engaged (through GMAC) in the business 
of financing the purchase of automobiles. GMAC finances almost one-half of 
al! GM automobiles sold on credit. Ford Motor Co. has announced that it is 
mving consideration to the possibility of engaging in the business of financing 
the purchase of automobiles and the Chrysler Corp. has indicated that it might 
also engage in such business. 

On the basis of the foregoing facts the following inferences may be drawn: 
_ Automohile financing is the single most important segment of the consumer 
Installment credit industry in the United States. Automobile financing is 
Susceptible to domination by financing firms under the control of three automobile 
manufacturers in the United States. 

Three bills have been introduced in the present session of Congress that would 
have the effect of prohibiting an automobile manufacturer from engaging in the 
business of financing the purchase of automobiles. These three bills vary in the 
“cope of their coverage. My opinion on the question of constitutionality is not 
al Opinion in respect to any one or more of these particular bills but relates gen- 


erally to legislation of this kind. To the extent that particular provisions are 
televant to constitutional questions, such provisions are discussed below. 

_It should be noted that this memorandum is limited to the question of constitu- 
Uonality and docs not extend to questions of policy that do not rise to the level 
of constitutional issues. For example, during the congressional consideration of 
the Automobile Dealers Franchise Act of 1956 questions of ‘class legislation”’ 
Were discussed in an opinion letter of the Department of Justice. The Depart- 
Ment’s criticism, however, appears to have been on grounds of policy rather than 
io terms of constitutional objections. Compare the Department’s view on 
damages for past conduct with the Department’s statement beginning ‘‘the bill is 
Special legislation * * *” (102 Congressional Record 10579 (1956)). 

In the light of this summary, I turn to a consideration of the following aspecta of 
the question of constitutionality: 
(1) Whether the act would be an ex post facto law in violation of article [, 
section 9 of the Constitution. 
(2) Whether the act would be a bill of attainder in violation of article I, 
section 9 of the Constitution. 
(3) Whether the act would involve a deprivation of property without due 
process of law in violation of the fifth amendment to the Consutitien: 
(a) Whether the factual basis is inadequate, 
(b) Whether the limitation to a class is unreasonable, and 
(c) Whether the loss of property value would be unreasonable. 
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(4) Whether the act would involve a taking of property without just 
compensation in violation of the fifth amendment to the Constitution. 


1. Whether the act would be an ex post facto law tn violation of article I, sectton 9 of 
the Constitulion 


It is my opinion that the act would not be an ex post facto law. The ex post 
facto prohibition applies only to laws that make past conduct or relationships 
criminal. (See Mahler v. Eby, 264 U.S. 32, 39 (1924).) Even if the proposed act 
imposed criminal sanctions, it would be limited te future conduct or relationships 
and thus no unconstitutional retroactivity would be involved. (See United 
States v. Trans- Missourt Freight Ass'n, 166 U's. 290, 342 (1897) ; 102 Congressional 
Record 10577 (1956).) Inthe Trans- Missouri case it was argued that the applica- 
tion of the Sherman Act to a contract that was executed prior to the passage of the 
oc would involve an ex post facto law. The Court rejected the argument as 

ollows: 

“It is said that to grant the injunction prayed for in this case is to give the 
statute a retroactive effect; that the contract. at the time it was entered into was 
not prohibited or declared illegal by the statute, as it had not then been passed; 
and to now enjoin the doing of an act which, was legal at the time it was done 
would be improper. We give to the law no retroactive effect. The agreement in 
question is a continuing one. The parties to it adopt certain machinery, and agree 
to certain methods for the purpose of establishing and maintaining in the future 
reasonable rates for transportation. Assuming such action to have been legal 
at the time the agreement was first entered into, the continuation of the agree- 
ment, after it has been declared to be illegal, becomes a violation of the act. The 
statute prohibits the continuing or entering into such an agreement for the future, 
and if the agreement be continued it then becomes a violation of the act. There 
is nothing of an ex post facto character about the act. The civil remedy by 
injunction and the liability to punishment under the criminal provisions of the 
act are entirely distinct, and there can be no question of any act being regarded 
as a Violation of the statute which occurred before it was passed. After its passage, 
if the law be violated, the parties violating it may render themselves liable to be 
punished criminallv; but not otherwise” (166 U.S. at 342). 

The only past relationship that would be affected by the act presently under 
consideration is the ownership of GMAC by GM. The divestiture of GMAC 
from GM would at most involve a question of deprivation of property without 
due process of law rather than a question of an ex post facto law. In North Amer- 
can Co. v. S.E.C. (327 U.S. 686 (1946)), it was argued that, because the Public 
Utility Holding Company Act of 1935 required divestiture, in certain circum- 
stances, of stock ownership in a subsidiary corporation acquired prior to 1935, 
the act involved an ex post facto law. The Supreme Court rejected the argument 
as follows: 

“The contention also is made that the fact that §11{b)(1) requires disposition 
of security holdings and the termination of relationships which antedate the 
passage of the act is fatal to its validity. But it merely requires that such holdings 


and relationships shall not continue in the future. There is no punishment for 
past events. Certainly there is no constitutional requirement that the status quo 
be maintained. (See United States v. Trans-Missouri Freight Assn., 166 U.S. 290, 
342” (327 U.S..at 708, n. 15).) 

Similarly the argument was rejected in American Power & Light Co., v. S.E.C. 
{141 F. 2d 606 (Ist Cir. 1944), aff'd, 329 U.S. 90 (1946),) as follows: 

“Section 11(b)(2) [of the Public Utility Holding Company Act] as here applied 
is not an ‘ex post facto law’ in violation of the prohibition of article I, §9 of the 
Constitution. It is immaterial that the structures of the holding company systems 
may have been built up by means which were lawful prior to the passage of the 
Public Utility Act of 1935. Section 11(b)(2) does not seek to punish anyone for 
yast acts, lawful when done. It merely seeks, for the future, to eliminate factors 
in the structures of holding company systems likely to be productive of harm 
to interstate commerce. In United States v. Trans-Missouri Freight Association, 
1897, 166 U.S. 290, 342, 17 8. Ct. 540, 41 L. Ed. 1007, an antitrust case, the court 
rejected a similar argument on the ex post facto point” (141 F. 2d at 625). 
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2. Whether the act would be a bill of attainder in violation of article I, section 9 of the 
Constitution 

It is my opinion that the act would not be a bill of attainder because it would 
not involve punishment for past activity. (See American Communications Ass'n v. 
Douds, 339 U.S. 383, 413 (1950); North American Co. v. S.E.C., supra.) As long 
as the act would not seek to punish past stock ownership or past use of the ad- 
vantages of combined control of manufacturing and financing but would merely 
provide for divestiture to protect the public from future harmful effects of com- 
bined control, the act would not be a bill of attainder. 


8. Whether the act would involve a deprivation of property without due process of 
law in violation of the fifth amendment to the Constitution 

(a) Whether the factual basis is inadequate-——The fifth amendment requires 
that legislation not be arbitrary. Thus in Nebbia v. New York (291 U.S. 502 
(1934)), the Supreme Court stated: ‘‘* * * a regulation valid for one sort of 
business, or in given circumstances, may be invalid for another sort, or for the 
same business under other circumstances, because the reasonableness of each 
regulation depends upon the relevant facts’ (291 U.S. 525). 

he source of such relevant facts may be common knowledge or experience. 
(See Patsone v. Pennsylvania, 232 U.S. 138, 144 (1914); Skinner v. Oklahoma, 316 
U.S. 535, 544 (1942) (concurring opinion).) While a court may make an inde- 
pendent determination of the existence of such underlying facts, the Supreme 
Court has indicated that there.is a presumption of constitutionality and that, if 
any state of facts that could reasonably be assumed would support the legislative 
judgment, the act will be upheld. (See United States v. Carolene Products Co., 
304 U.S. 144, 153-154 (1938); O’Gorman & Young, Inc. v. Hartford Fire Ins. Co., 
282 U.S. 251, 257-258 (1931); Ohio er rel. Clarke v. Deckebach, 274 U.S. 392, 397 
(1927).) In the Carolene Products case, which presented the constitutionality of 
the Federal Filled Milk Act, the Supreme Court made the following statement in 
respect to the judicial function in determining the existence of facts that supply a 
rational basis for legislation: 

“* * * But by their very nature such inquiries, where the legislative judgment 
is drawn in question, must be restricted to the issue whether any state of facts 
either known or which could reasonably be assumed affords support for it. Here 
the demurrer challenges the validity of the statute on its face and it is evident 
from all the considerations presented to Congress, and those of which we may 
take judicial notice, that the question is at least debatable whether commerce in 
filled milk should be left unregulated, or in some measure restricted, or wholly 
Prohibited. As that decision was for Congress, neither the finding of a court 
arrived at by weighing the evidence, nor the verdict of a jury can be substituted 
for it’’ (304 U.S. 154). 

In respect to the act under consideration, the record of congressional hearings 
will presumably contain statements of fact indicating that anticompetitive evils 
are likely to result from a combination of manufacturing and financing of auto- 
mobiles. In my view such a factual basis would be adequate to meet the consti- 
tutional requirement. 

(6) Whether the limitation to a class 1s unreasonable.—If Congress determines 
that an evil exists that warrants legislative correction, it may validly decide to 
regulate only some areas or classes on the ground that the problem is more acute 
in particular areas or classes or that the remedy is more appropriate to particular 
areas or classes or that an attitude of cautious experimentation is warranted. 


(See Currin v. Wallace, 306 U.S. 1 (1939); United States v. Carolene Products Co., 
804 U.S. 144 (1938); Steward Machine Co. v. Davis, 301 U.S. 548 (1937); Electric 
Bond & Share Co. v. S.E.C., 92 F. 2d 580 (2d Cir. 1937), aff'd, 303 U.S. 419 (1938); 
see also West Coast Hotel Co. v. Parrish, 300 U.S. 379 (1937); Semler v. Oregon 
State Board of Dental Examiners, 294 U.S. 608, 610 (1935); Keokee Consolidated 
Coke Co. v. Taylor, 234 U.S. 224 (1914).) 

_ The Keokee case, supra, involved State legislation that prohibited the issuance, 
in payment for labor, of any order not redeemable in U.S. currency. The 
law applied, however, only to mining and manufacturing companies, and it 
Was argued that, since it was so limited, it was a kind of class legislation that 
Was unconstitutional. The Supreme Court rejected the argument as follows: 
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“It is more pressed that the act discriminates unconstitutionally against certain 
classes. But while there are differences of opinion as to the degree and kind of 
discrimination permitted by the 14th amendment, it is established by repeated 
decisions that a statute aimed at what is deemed an evil, and hitting it presumably 
where experience shows it to be most feli, is not to be upset by thinking up and enumer- 
ating other instances to which 1t might have been applied equally well, so far as the 
Court can see. That is for the legislature to judge unless the case is very clear. 
* * * The suggestion that others besides mining and manufacturing companies 
may keep shops and pay their workmen with orders on themselves for merchan- 
dise is not enough to overthrow a law that must be presumed to be deemed by 
the il coextensive with the practical need’’ (234 U.S. 227). [Emphasis 
supplied. 7 

he Carolene Products case, supra, involved the Federal Filled Milk Act which 

declared filled milk (i.e., milk compounded with any fat or oil other than milk fat) 
to be an adulterated article of food and prohibited its shipment in interstate com- 
merce. It was argued that the failure to apply the rule against adulteration to 
other products constituted a deprivation of property without due process of law. 
The Supreme Court replied as follows: | 

Bear 9 Ween raises no valid objection to the present statute by arguing that its 
prohibition has not been extended to oleomargarine or other butter substitutes in 

which vegetable fats or.oils are substituted for butterfat. The 5th amendment 
has no equal protection clause, and even that of the 14th, applicable only to the 
States, does not compel their legislatures to prohibit all like evils, or none. A legisla- 
ture may hit at an abuse which it has found, even though it has failed to strike 
at another” (304 U.S. at 151). [Emphasis supplee 

Electric Bond & Share, supra, involved the Public Utility Holding Company 
Act of 1935 which limited its regulation of holding company systems to systems 
in the public utility field. It was argued that that limitation constituted s 
violation of the due process clause. The Court of Appeals for the Second Circuit 
replied to the argument as follows: 

“* * * Holding companies controlling electric and gas companies which sre 
local monopolies not subject to the normal restraints of competition may readily 
and reasonably be distinguished from other holding companies. But a distinction 
in legislation is not arbitrary ‘if any state of facts reasonably can be conceived that 
would sustain it, the existence of that state of facts at the time the law was 
enacted must be assumed.’ * * * It is unnecessary that the legislative authority 
exerted in the proper field embrace all the evils within its reach. The Constitution 
permits cautious advance, step by step, in dealing with the evils which are exhibited 
in te aad within the range of the legislative power” (92 F. 2d 591). [Emphass 
supplied. 

he decision of the second circuit was affirmed by the Supreme Court before 
whom the argument of class legislation appears not to have been repeated (id. 
303 U.S. 419 (1938)). 

The Steward Machine case, supra, involved the Federal Social Security Act 
of 1935 which laid a tax on emplovers of labor but excluded icultural labor, 
domestic service in private homes and some other classes of aHiployment and also 
did not apply to emplovers of fewer than eight persons. It was argued that the 
act contained an arbitrary discrimination in violation of the fifth amendment. 

. The Supreme Court rejected the argument as follows: 

“The 5th Amendment unlike the 14th has no equal protection clause. * °° 
But even the States, though subject to such a clause, are not confined to a formuls 
of rigid uniformity in framing measures of taxation. * * * They may lay 
excise on the operations of a particular kind of business, and exempt some othe? 
kind of business closelv akin thereto. * * * If this latitude of judgment is lawfu 
for the States, it is lawful, a fortiori, in legislation by the Congress, which is su- 
ject to restraints less narrow and confining. * * * 

“The classifications and exemptions directed by the statute now in controver? 
have support in considerations of policy and practical convenience that cannot °& 
condemned as arbitrarv’”’ (301 U.S. 584). ; 

Currin v. Wallace, supra, involved the Federal Tobacco Inspection Act of 195 
which was cha'!enged as discriminatory on the ground that, unlike the petitiones 
other warehousemen in other tobacco markets who were doing the same kind © 
business and were competing for patronage among the same growers wer free 
to conduct sales without inspection and certification by Federal authonities. Tte 
Supreme Court noted that the reason for the discrimination was that “* © ° t 
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: ack of a sufficient number of expert inspectors made it impracticable to supply 

‘inspection and grading at all tobacco auction markets” (306 U.S. 13). The Court 
continued as follows: 

_ “Congress may choose the commodities and places to which its regulation 
shall apply. Congress may consider and weigh relative situations and needs. 
Congress is not restricted bv any technical requirements but mav make limited 
applications and resort to tests so that 1t may have the benefit of experience tn dect: - 
ing upon the continuance or e(xension of a policy which under the Constitution it 
is free to adopt. As to such choices, the question is one of wisdom and not o. 
power” (306 U.S. 14). [Emphasis supplied.] 

The Parrish case, supra, involved a State minimum wage law that was limited 

~towomen. In upholding the law over the objection that it constituted an arbi- 
trary discrimination because it did not extend to men the Supreme Court stated: 

“This Court has frequently held that the legislative authority, acting within 
its proper field, is not bound to extend its regulation to all cases which it might 
possibly reach. The legislature ‘1s free to recognize degrees of harm and it may con- 
Ane its restrictions to those classes of cases where the need ts deemed to be clearest.’ If 
‘the law presumably hits the evil where it is most felt, 1t is not to be overthrown because 
there are other instances to which it might have been applied.’ There is no ‘doc- 
trinaire requirement’ that the legislation should be couched in all embracing 
terms’’ (300 U.S. 400). [Emphasis supplied.) 

In Sunshine Anthracite Coal Co. v. Adkins (310 U.S. 381 (1940)), which upheld 
the constitutionalitv of the Federal Bituminous Coal Act of 1937, the Supreme 
Court stated that Congress ‘‘* * * may single out for separate treatment, as it 
has done on various occasions, a particular industry and thereby remove the 
penalties of the Sherman Act as respects it’? (310 U.S. 396). 

The principles set forth in the cases discussed above were recently reaffirmed 
by the Supreme Court in the context of a State statute that involved a classifica- 
tion in respect to property taxes (Allied Stores of Ohio, Inc. v. Bowers, 27 U.S.L. 
Week 4110 (U.S. Feb. 24, 1959)). The Supreme Court upheld the constitu- 
tionality of the statute as follows: 

“* * * it has long been settled that a classification, though discriminatory, is 
not arbitrary nor violative of the equal protection clause of the 14th amendment 
if any state of facts reasonably can be conceived that would sustain it. * * * 

“In the light of the law thus well settled, how stands appellant’s case? We 
cannot assume that State legislative enactments were adopted arbitrarily or with- 
out good reason to further some legitimate policy of the State. What were the 
special reasons, motives or policies of the Ohio Legislature for adopting the ques- 
tioned proviso we do not know with certainty, nor is it important that we should 
* * * we cannot say that the discrimination * * * was not founded upon a 
reasonable distinction, or difference in State policy, or that no state of facts 
reasonably can be conceived to sustain it”? (27 U.S.L. Week 4111-4112). 

The question of ‘“‘class legislation’? was discussed in the Senate in connection 
with the Federal Automobile Dealers Franchise Act of 1956. The remarks of 
Senator Monroney are pertinent to the act presently under consideration as well 
as to the 1956 act. He stated: 

“Actually, I think the primary industry of this Nation and of the world is im- 
portant enough to be the subject of legislation in this field. The committees 
spent many, many months in careful study of the conditions in the automobile 
industry. But if additional legislation is necessary to cover the farm implement, 
the television, the radio, or the refrigerator industries, all of which have franchise 
agreements, let us consider legislating for them later. I do not think Congress 
knows enough about all those subjects, or can know enough about them, in a 
single period of 2 years of investigation, to legislate across that whole field” 
(102 Congressional Record 10581 (1956)). 

The only reported case under the 1956 Act or the Federal Automobile Informa- 
tion Disclosure Act of 1958 is Staten Island Motors, Inc. v. American Motors Sales 
Corp. (1959 Trade Cas. Par. 69, 262 (D.N.J., Jan. 21, 1959)), which presented a 


question under the 1956 act. The opinion in the Staten Island case, however, did 
not pass on any constitutional question. 

It is my opinion that the failure of the act under consideration to extend to 
financing by manufacturers other than manufacturers of automobiles would not 
constitute an unreasonable classification in view of the amount of automobile 
installment credit outstanding and the concentration of manufacturing in the 
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hands of three companies in the automobile industry. The fact that the degree 
of concentration of manufacturing in the areas of kitchen appliances, radios and 
similar products is lower than in the area of automobiles would add support to 
the reasonableness of the classification as would the fact that the dollar amount 
of credit that could be controlled by a manufacturer who financed a particular 
product outside the area of automobiles is lower than the amount that cowd te 
controlled by an automobile manufacturer. 

(c) Whether the loss of property value would be unreasonable.—The question arises 
whether the loss of property value that may result from divestiture requires 
under the act would constitute a deprivation of property without due frieess 
of law. If a reasonable time is allowed for divestiture so as to permit the st-ci 
of a corporate subsidiary to be distributed to the parent’s stockholders or ot nt -#1e 
disposed of in a manner compatible with the preservation of most of the intereat 
value of the subsidiary’s stock, the only value that necessarily would be d-strcred 
would be the amount that represents the advantages resulting from the comt 2s 
tion of manufacturing and financing. Congress has been held to have the power 
to balance such injury to private interests against the possible evil effects on tke 
public of concentration of control, and, after deciding that such evil effects are 
greater, to require divestiture even though divestiture would destroy the value of 
combined control. Congress has such power even where the stock ownersi.p 
required to be divested was acquired prior to the passage of the regulatory Act 
The statement of the Supreme Court in North American Co. v. S.E.C. (327 U.S. 
686 (1946)), in respect to the ‘‘taking’’ of property is applicable to the quesiwos 
of deprivation of property as well. The Supreme Court stated: 

“The taking of property is said to involve ‘a vast destruction of values.” Refer- 
ence is made in this respect to the valuable right of North America’s shareholders to 
pool their investments and thereby obtain the benefit alleged to flow from efficiezt, 
common management of diversified interests. But Congress balanced the vane=s 
considerations and concluded that this right is clearly outweighed by the scvis 
and potential damage to the public, the investors and the consumers result: 
from the use made of pooled investments. Under such circumstances, whstever 
value this right may have does not foreclose the protection of the various interest 
which Congress found to be paramount. See Northern Securities Co. v. Ue:tad 
States, supra. Nor does the value of North American’s contributions as a hoki:4 
company to the earning power and intrinsic value of the assets divested pursua=: < 
section 11(b)(1) bar Congress from requiring such divestment. Congress bas cof 
cluded from the extensive studies made prior to the passage of the act that tor 
economic advantages of a holding company at the top of an unintegrated spra¥'=¢ 
system are not commensurate with the resulting economic disadvantages. 
reasonableness of that conclusion is one for Congress to determine. The fae‘ 
that valuable interests may be affected does not, by itself, render invalid unde? 
the due process clause the determination made by Congress.’’ 

* * * * * * ® 

‘“* * * And there are provisions in the act guarding against unduly raox 
divestment or liquidation. In the light of such statutory kad judicial safeguarc 
and in the absence of any alleged unfair plan of divestment, we cannot say ts! 
North American’s shareholders are adversely affected, from a consutu(x7s 
standpoint, by the operation of section 11(b)(1). North American's réso& 
on such cases as Louzsville Joint Stock Land Bank v. Radford, 295 U.S. SS. 5 
therefore misplaced’”’ (327 U.S. 708, 709-710). 

In my view the act under consideration would not involve an unconstitut:* 
loss of property value if the provision for enforcement of the act would alvs 
a court or a regulatory agency to approve a plan of divestiture that could be 
out over a reasonable time. 


4. Whether the act would involve a taking of property without just compensates 1" 
violation of the fifth amendment to the Constitution 
For reasons stated above under question 3(c), I conclude that the act would 
not involve a “‘taking’’ of property in violation of the fifth amendment. (dee & 
American Power & Light Co. v. S.E.C., 329 U.8. 90, 106-C7 (1946).) 


Source: Hearings before the Senate Judiciary Committee, Subcommittee an Antitrust st 
nopoly, 86th Congress, Ist Session, on S. 838 and S. 839, pp. 472-477, 1959. 
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(The information referred to at p. 461 follows :) 


GENERAL MOTORS 
ACCEPTANCE CORPORATION 


GENtRAL | Rf) 1 DING 
BRANCHES Or el GS PCH STREET EXECUTIVE OFFICES 
THEOUGNOUT CABLE ADDRESS 
THE woRLD NEW YORK i9.%N. Y. GEINMOTAC 


August 2, 1961 


Mr. Herbert N. Mid-**, Chicf Counsel 

Antitrust Subcomni:r'. + of the Committee 
on The Judict3i-” 

United States House of Representatives 

Room 230, House Office Puls7ing 

Washimngton, D. 2. 


Dear Mr. Maletz: 


In accordance with your request appear- 
ing on Page 459 of the orticial transcript of Hearings 
on H.R. 71 before the Antitrust Subcommittee of The 
Judiciary Committee of the House of Representatives, 
attached are tnree (3) copies of an estimate of General 
Motors Acceptance Corporation's dollar purchases of 
sales instalment contracts as percentages of dollar 
volume of instalment sales of General Motors dealers 
for the years 1956, 1957, 1958, 1959 and 1960. 








Very t 


Thomas W. Towell 
President 
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GENERAL MOTORS ACCEPTANCE CORPORATION 


DOLLAR VOLUME OF SALES INSTALMENT CONTRACTS 





On August 1, 1961, Mr. Maletz, chief counsel for the Subcommittee, 
clarified his request for information reported on Page 459 of the transcript 
of the hearing on June 9, 1961. The last statement by counsel on Page 459 
is now as follows; 

Mr. Maletz. Will you then provide the information covering only 
the purchase of sales instalment contracts from General Motors 
dealers? 

First, the percentage, by dollar volume, of GMAC purchase of 
sales instalment contracts covering new cars in the years 1956, 
1957, 1958, 1959, 1960; and, second, the percentage of GMAC 
purchase of sales instalment contracts in those same years of 
used cars. 

GMAC has available the dollar volume of sales instalment contracts 
purchased by it from General Motors dealers, both new and used, in those 
years. However, GMAC cannot arrive at accurate percentages as requested by 
counsel because GMAC does not know the total dollar volume of sales instal- 
ment contracts entered into by General Motors dealers, both new and used. 
It is, of course, possible to approximate the total dollar volume involved 
in the purchase of cars from General Motors dealers on credit regardless of 


where financed. This can be done by (1) applying the percentage of new cars 
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estimated by the Federal Reserve Board as being sold on time, and an assumed 
65% for time sales of used cars, to total General Motors dealer unit sales, 
ani then (2) multiplying the resulting figures by the FRB total industry 


figures for the average amount of note on both new and used cars. This would 


give a tutal doilsar amount of instalment credit extended on cars purchased 
from General Motors dealers under all forms of credit, but it would not 
give the portion of this total sold by General Motors dealers through sales 
ti.o7aument contracts. In order to develop this percentage several further 
assumptions must be méede: 
(1) Theat the eer of credit purchases f-on General 
Motors Sealers fil:enced Gtrectly ty backs is the same 
as the cverail percentage of credit financed directiy 
by barks; 
(2) Tost the same percentage relationship applies to General 
Motors dealers as to nun-General Motors dealers with 
respect to credit sales of automobiles financed by 
organizations otner than banks and sales finance 
companies, e.g., credit unions, etc; 
(3) That all of these assumed credit sales above in (1) and 
(eo; are in fact concludea between the financing source 


and the parchaser without the dealer being involved. 


Using these assumptions, none of which GMAC accepts as being 


fnacstaual, the following GMAC dollar purchases of sales instalment contracts 
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as estimated percentages of dollar volume of instalment sales of General 


Motors dealers are developed: 


GMAC PURCHASES BY DOLLAR VOLUME AS ESTIMATED PERCENTAGES 


OF TOTAL GM DEALER INSTALMENT SALES 











1956 1957 1958 1959 1960 
\ 
NEW 56% 61% 57% 62% 67% 
USED 52% 53% 55% 55% 57% 


New and used passenger cars only. 


“Submitted August 2, 1961. 
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(Whereupon, at 4:55 p.m., the committee adjourned subject to call 
of the Chair.) 
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